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SMALL  BUSINESS  INVESTMENT 
COMPANIES 

Proposed  Guidelines 

Notice  is  hereby  given  that  pursuant 
to  the  authority  of  section  308(c)  of 
the  Small  Business  Investment  Act  of 
1958,  (Act),  15  UJS.C.  687,  it  is  hereby 
proposed  to  amend,  as  set  forth  below, 
Part  107  of  Chapter  1,  Title  13  of  the 
Code  of  Federal  Regulations,  by  amend¬ 
ing  SI  107.1,  107.202,  107.203,  and  107.- 
1102(e)  and  by  adding  Appendices  A, 
B,  and  C.  Prior  to  adoption  of  such 
amendments,  consideration  will  be  given 
to  any  comments  which  are  submitted 
in  writing,  in  triplicate,  to  the  Invest¬ 
ment  Division,  Small  Business  a  rim  in  - 
istration  (SBA) ,  Washington,  D.C.  20416, 
on  or  before  June  28, 1974. 

Information.  The  Audit  and  Examina¬ 
tion  Guide  for  Small  Business  Invest¬ 
ment  Companies  and  the  Instructions 
for  the  preparation  of  Financial  Report, 
SBA  Form  468,  prior  to  the  current  re¬ 
vision  were  issued  as  Appendices  1  and 
2,  respectively,  to  Part  107  of  the  SBA 
Regulations.  The  System  of  Account 
Classifications  was  issued  as  Part  111  of 
SBA  regulations.  Revision  5  of  Part  107 
of  the  SBA  regulations  does  not  include 
Appendices  1  and  2  and  Part  111  of  the 
SBA  regulations  was  repealed,  effective 
November  7,  1973. 

The  amendments  proposed  herein  in¬ 
corporate,  (a)  the  Audit  Guide  for  Small 
Business  Investment  Companies,  (b) 
Guide  for  the  Preparation  of  the  An¬ 
nual  Report  (SBA  Form  468), -and  (c) 
System  of  Account  Classifications  as  Ap¬ 
pendices  A,  B,  and  C,  respectively,  to 
Part  107  of  SBA  regulations.  Accord¬ 
ingly,  »  107.1,  107.202(0,  107.203(d), 
and  107.1102(e)  of  the  regulations  are 
being  amended  to  reflect  the  addition 
of  the  above  named  revised  guidelines  as 
Appendices  to  Part  107  of  the  SBA  regu¬ 
lations.  Such  guidelines  have  been  re¬ 
vised  to  accomplish  the  following 
objectives: 

1.  While  adhering  to  the  legislative 
and  regulatory  requirements  of  the 
SBIC  Program,  (a)  implement  the  ac¬ 
counting  policies  and  reporting  guide¬ 
lines  expressed  by  the  American  Insti¬ 
tute  of  Certified  Public  Accountants  in 
their  audit  guide  for  investment  com¬ 
panies  and  (b)  change  certain  account¬ 
ing  policies  so  as  to  bring  the  prescribed 
accounting  policies  more  in  accordance 
with  generally  accepted  accounting 
practices, 

2.  Re-align  the  Annual  Report,  SBA 
Form  468,  by  separating  the  financial 
statements  from  the  supporting  data, 
and 

3.  Update  accounting  system  to  reflect 
recent  accounting  and  program 
changes. 

Accounting  Principles.  As  a  general 
rule,  SBIC8  are  to  follow  generally  ac¬ 
cepted  accounting  principles.  The  pro¬ 
posed  guidelines  Identify  some  of  the 
more  significant  accounting  principles 
and  reporting  practices  licensees  are  ex- 
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pec  ted  to  follow.  Also  there  are  two  sig¬ 
nificant  changes  in  accounting  and  re¬ 
porting  practices.  First,  loans  and  in¬ 
vestments  will  be  reported  on  the  value 
basis  rather  than  the  cost  basis  with  a 
provision  for  losses.  Second,  gain  on  sale 
of  securities  will  be  realized  at  the  point 
of  sale  rather  than  at  the  point  of  collec¬ 
tion. 

Audit  Guide  for  Small  Business  In¬ 
vestment  Companies — Appendix  A.  The 
Audit  Guide  is  designed  to  assist  the  ac¬ 
countant  in  those  areas  that  are  dis¬ 
tinctive  in  the  SBIC  Program,  and  does 
not  attempt  to  identify  specific  pro¬ 
cedures  to  be  followed  in  the  examina¬ 
tion.  Accordingly,  the  accountant  will 
follow  generally  accepted  auditing  stand¬ 
ards  in  performing  the  audit. 

The  report  is  to  be  a  short-form  report 
as  illustrated  in  the  audit  guide  rather 
than  the  long-form  special  type  report 
as  previously  required. 

The  audit  is  to  be  an  examination  of 
the  licensee’s  financial  statements.  Ac¬ 
cordingly,  the  statements  contained  in 
the  Financial  Report,  Part  I  of  SBA  Form 
468,  will  be  the  basis  of  the  accountant’s 
opinion.  The  examination,  however,  is 
not  expected  to  be  extended  to  the  sched¬ 
ules  contained  in  the  Management  Re¬ 
port,  Part  II  of  SBA  Form  468  as  pre¬ 
viously  required. 

Guide  for  Preparation  of  Annual  Re¬ 
port — Appendix  B.  The  Guide  has  been 
designed  as  a  practical  explanation  of 
how  the  Annual  Report.  SBA  Form  468, 
is  to  be  prepared  and  the  source  of  the 
information  reported.  Although  the  for-' 
mat  of  the  Annual  Report  is  standard, 
the  licensee  will  be  expected  to  include 
only  those  statements  and  schedules  that 
pertain  to  his  operations. 

The  SBA  Form  468  has  been  rede¬ 
signed  to  be  a  two  part  report: 

Part  I — Financial  Report 
Part  II — Management  Report 

The  purpose  of  a  two  part  report  is  to 
distinguish  between  the  primary  finan¬ 
cial  information  and  the  supporting  ana¬ 
lytical  data.  The  proposed  report  at¬ 
tempts  to  obtain  a  better  measurement 
of  loans  and  investments  by  grouping 
them  accordingly  to  (a)  Portfolio  Securi¬ 
ties,  (b)  Assets  Acquired  in  Liquidation 
of  Portfolio  Securities  and  (c)  Other  Se¬ 
curities. 

The  Financial  Report  will  contain  the 
financial  statements  as  audited  by  the 
licensee’s  independent  accountant,  the 
accountant’s  report,  a  schedule  of  loans 
and  investments,  and  notes  to  the  finan¬ 
cial  statements.  It  should  be  noted  that 
the  format  of  financial  statements  is 
significantly  different  from  those  pre¬ 
viously  required.  Such  changes  result  pri¬ 
marily  from  accounting  and  reporting 
practices  recently  expressed  by  the 
American  Institute  of  Certified  Public 
Accountants  in  its  industry  audit  guide 
for  investment  companies. 

The  Management  Report  is  designed  to 
present  analytical  data  for  evaluation 
of  the  licensee’s  operations  on  a  func¬ 
tional  basis.  Accordingly,  the  format  of 
the  report  is  designed  primarily  to  pro¬ 
vide: 


1.  An  overview  of  Licensee’s  operations, 

2.  An  analysis  of  unrealized  gain  (loss) 
on  securities  held, 

3.  Activity  and  status  of  portfolio  se¬ 
curities, 

4.  An  analysis  of  assets  acquired  in  liq¬ 
uidation  of  portfolio  securities  and, 

5.  Other  data. 

The  report  is  essentially  comprised  of 
schedules  (pages  6  through  20)  of  the 
SBA  Form  468  as  previously  required. 
The  Overview  and  Analysis  of  Unrealized 
Gain  (Loss)  on  Securities  Held  are  new 
requirements.  Measurement  of  the  ac¬ 
tivity  and  status  of  loans  and  invest¬ 
ments  remains  essentially  the  same  as 
the  prior  requirements.  Certain  modifi¬ 
cations,  however,  have  been  made  with 
respect  to  unrealized  appreciation  and 
assets  acquired  in  liquidation  of  portfolio 
securities. 

System  of  Account  Classification — Ap¬ 
pendix  C.  The  system  of  accounts  re¬ 
mains  basically  unchanged.  A  brief  state¬ 
ment  of  accounting  principles  Licensees 
are  expected  to  follow  has  been  added. 
Also,  several  accounts  have  either  been 
added  or  deleted  to  reflect  recent  changes 
in  the  program  as  well  as  changes  in  ac¬ 
counting  principles  and  reporting  prac¬ 
tices. 

Dated:  May  22, 1974. 

Thomas  S.  Kleppe, 
Administrator. 

PART  107— SMALL  BUSINESS 
INVESTMENT  COMPANIES 

The  following  amendments  or  addi¬ 
tions  are  proposed : 

1.  The  table  of  contents  is  amended  to 
add  Appendices  A,  B,  and  C  as  follows : 

Appendices 

A  Audit  Guide  for  SBICs 
B  Guide  for  the  preparation  of  the  Annual 
Report,  SBA  Form  468 
C  System  of  Account  Classifications 

2.  Section  107.1  is  revised  to  read  as 
follows: 

§  107.1  Scope  of  Part  107. 

The  regulations  in  this  part  implement 
the  Small  Business  Investment  Act  of 
1958,  as  amended.  All  Licensees,  includ¬ 
ing  section  301(d)  Licensees,  must  com¬ 
ply  with  all  applicable  regulations  in¬ 
cluding  Appendices.1 

3.  Paragraph  (c)  of  5  107.202  is  revised 
to  read  as  follows : 

§  107.202  Leverage  in  excess  of  two 
hundred  percent. 

•  •  *  •  • 

(c)  The  term  “Total  funds  available 
for  Investment’’  shall  mean  ninety  per¬ 
cent  of  the  sum  of  total  current  assets 
and  loans  and  investments  net  of  cur¬ 
rent  maturities  and  net  of  unrealized 
appreciation.  (Based  on  the  Statement 
of  Financial  Position,  “total  current  as¬ 
sets”  is  the  aggregate  of  lines  14  through 
22  and  “loans  and  investments  net  of 

•The  accounting  guidelines  for  SBICs 
(Audit  Guide  for  SBICs  Guide  for  the  Prep¬ 
aration  of  the  Annual  Report,  SBA  Form 
468,  and  the  System  of  Account  Classifica¬ 
tions)  are  Incorporated  In  this  part  of  the 
regulations  as  Appendices  A,  B,  and  C. 
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current  maturities  and  net  of  unrealized 
appreciation”  is  line  12  minus  the  total 
of  column  3,  line  10.)  Venture  capital  in¬ 
vestments  shall  be  valued  on  the  same 
basis  as  Licensee’s  assets  comprising  its 
“total  funds  available  for  investment.” 
Any  financing  carried  as  “Assets  Ac¬ 
quired  in  Liquidation  of  Portfolio  Secu¬ 
rities”  which  originally  qualified  as  Ven¬ 
ture  Capital  shall  retain  the  Venture 
Capital  qualification. 

•  •  *  t  * 

4.  Paragraph  (d)  of  §  107.203  is  re¬ 
vised  to  read  as  follows: 

§  107.203  SBA  purchases  sale,  or  guar¬ 
anty  of  securities  evidencing  lever¬ 
age  ;  events  of  default. 

•  *  •  •  * 

(d)  In  addition  to  the  events  of  de¬ 
fault  set  forth  in  paragraph  (b)  (6) ,  capi¬ 
tal  impairment  occurring  after  Novem¬ 
ber  7, 1973,  shall  also  constitute  an  event 
of  default  if  Licensee  fails  to  give  SBA 
prompt  written  notice  as  soon  as  it  knows 
or  should  reasonably  have  known  there¬ 
of,  and  if  thereafter  Licensee  fails  to  cure 
the  impairment  within  time  limits  set 
by  SBA  in  writing.  In  such  event,  SBA 
may,  in  its  discretion,  by  written  notice 
declare  the  entire  indebtedness  of  the  Li¬ 
censee,  issued  to,  held  or  guaranteed  by 
SBA,  immediately  due  and  payable.  Cap¬ 
ital  impairment  shall  be  presumed  when 
the  Undistributed  Realized  Earnings 
Deficit  (line  47  and  48  of  the  Statement 
of  Financial  Position)  of  a  section  301  (d) 
Licensee  exceeds  one  hundred  percent  or 
that  of  any  other  Licensee  exceeds  fifty 
percent  of  private  capital.  Treasury  stock 
shall  not  be  considered  as  part  of  such 
Private  Capital.  The  presumption  of  im¬ 
pairment  may  be  rebutted  by  evidence 
satisfactory  to  SBA. 

5.  Paragraph  (e)  of  §107.1102  is  re¬ 
vised  to  read  as  follows: 

§  107.1102  Records  and  reports. 

•  *  *  *  * 

(e)  Annual  Report  to  SBA.  Each  Li¬ 
censee  shall  submit  to  SBA,  at  the  end 
of  each  fiscal  year',  a  report  containing 
financial  statements  for  the  fiscal  year 
as  well  as  management  information. 
When  requested  by  SBA,  interim  reports 
may  be  required,  i.e.,  financial  statements 
and/or  management  information.  The 
reports  are  to  be  prepared  in  accordance 
with  Appendix  B,  Guide  for  the  Prepara¬ 
tion  of  the  Annual  Report,  SBA  Form 
468,  and  shall  be  filed  on  the  prescribed 
SBA  Form  468,  in  triplicate,  with  the  In¬ 
vestment  Division,  SBA,  on  or  before  the 
last  day  of  the  month  immediately  fol¬ 
lowing  the  end  of  the  reporting  period 
(in  the  case  of  interim  reports) ,  and  on 
or  before  the  last  day  of  the  third  month 
following  the  end  of  the  reporting  period 
(in  the  case  of  the  Annual  Report) .  The 
financial  statements  contained  in  the 
Annual  Report  will  be  examined  by  the 
Licensee’s  SBA-approved  independent 
public  accountant  in  accordance  with 
Appendix  A,  Audit  Guide  for  Small  Busi¬ 
ness  Investment  Companies.  1940  Act 
Companies  should  refer  to  the  rules  of 
the  Securities  and  Exchange  Commis¬ 
sion  for  the  reports  to  be  filed  with  SEC. 
*  *  *  *  * 


6.  Appendix  A  is  added  and  reads  as 
follows: 

Appendix  A. — Audit  Guide  fob  Small 
Business  Investment  Companies 

TABLE  or  CONTENTS 
I.  Introduction 

A.  Statement  of  policy. 

B.  Purpose  of  the  guide. 

C.  AICPA  and  SBA  audit  guides  relationships. 
11.  Small  Business  Investment  Company 

Industry 

A.  History  and  nature. 

B.  Regulations  and  procedural  releases. 

C.  Accounting  system. 

III.  Accounting  Policies  Summarized 

A.  General. 

B.  Valuation  of  securities. 

C.  Realization  of  gain  or  loss  on  sale  of 

securities. 

D.  Unrealized  gain  (loss)  on  securities  held. 

E.  Reporting  entity. 

F.  Equity  method  of  accounting  for  Invest¬ 

ments  In  common  stock. 

G.  Policy  on  consolidated  financial  _state- 

ments. 

H.  Accounting  for  dividend  and  Interest  In¬ 

come. 

I.  Income  tax  allocation  policy. 

/V.  Reporting  Requirements 

A.  Annual  financial  report. 

B.  Reporting  Irregularities. 

C.  Regulated  Investment  companies. 

D.  Special  management  reports. 

V.  Qualification  and  Selection  of  Auditor 

A.  Qualification  of  accountants. 

B.  Independence. 

C.  Selection  of  auditor. 

VI.  Scope  of  Audit 
VII.  Loan  and  Investment  Accounts 

A.  Investment  objectives  and  policies. 

B.  Federal  Income  tax  provisions  affecting 

investment  accounts. 

C.  Record  keeping  requirements  relating  to 

investment  activity. 

D.  Custody  of  securities. 

E.  Valuation  of  securities. 

F.  Audit  procedures. 

VIII.  Capital  Accounts 

A.  3  percent  cumulative  preferred  stock. 

B.  Unrealized  gain  (loss)  on  securities  held. 

C.  Undistributed  realized  earnings. 

IX.  Other  Accounts 

A.  Compensating  balances. 

B.  Taxes. 

C.  Interest  expense — 301(d)  licensees. 

D.  Reserve  for  guarantees. 

E.  Notes  and  debentures  payable  to  or  guar- 
,  anteed  by  SBA. 

X.  Fidelity  Bond 

A.  Need  for  bond. 

B.  Type  of  bond. 

C.  Minimum  coverage. 

D.  Cancellation  and  claims  by  the  licensee. 

E.  Licensees  regulated  under  Investment 

Company  Act  of  1940. 

XI.  Financial  Statements 

A.  Statement  of  financial  position. 

B.  Computation  of  retained  earnings  for 

regulatory  purposes. 

C.  Statement  of  undistributed  realized  earn¬ 

ings. 

D.  Statement  of  operations  realized. 

E.  Statement  of  unrealized  gain  (loss)  on 

securities  held. 

F.  Statement  of  change  in  financial  position. 


G.  Statement  of  realized  gain  (loss)  on  sale 

of  securities. 

H.  Statement  of  commitments  and  guar¬ 

antees. 

I.  Schedule  of  loans  and  Investments. 

J.  Notes  to  financial  statements. 

K.  Financial  statements  illustrated. 

XII.  Independent  Accountant’s  Report 

A.  Report  format. 

B.  Accountant’s  opinion. 

C.  Accountant’s  report  illustrated. 

XIII.  Accountant’s  Work  Papers 

XIV.  Glossary 
I.  Introduction 

A.  Statement  of  policy.  The  Independent 
public  accountant  engaged  to  examine  the 
financial  statements  of  a  Small  Business  In¬ 
vestment  Company  (SBIC)  Is  responsible  to 
Insure  that  the  audit  is  made  In  accordance 
with  generally  accepted  auditing  standards 
as  set  forth  by  the  American  Institute  of 
Certified  Public  Accountants  (AISPA).  TTie 
auditor  will  also  follow  the  provisions  of  this 
Guide  as  well  as  the  Audit  Guide  for  In¬ 
vestment  Companies  Issued  by  the  AICPA 
In  September  1973  to  be  effective  Decem¬ 
ber  31,  1974. 

In  carrying  out  the  stated  policies  of  SBA, 
and  specifically  the  SBIC  program.  Independ¬ 
ent  public  accountants  engaged  In  the  prac¬ 
tice  of  public  accounting  are  expected  to 
participate  In  their  own  localities  in  the 
audit  program  of  SBICs. 

This  Audit  Guide  for  SBICs  (SBA  Audit 
Guide)  was  prepared  by  the  Small  Business 
Administration  (SBA)  and  is  being  submit¬ 
ted  to  the  AICPA  for  comment.  Any  In¬ 
quiries  or  comments  relating  to  the  examina¬ 
tion  of  financial  statements  of  SBICs  or  to 
the  auditing  and  reporting  procedures  should 
be  directed  to  the  Staff  Accountant,  Invest¬ 
ment  Division,  Small  Business  Administra¬ 
tion,  1441  L  Street,  NW„  Washington,  D.C. 
20416. 

B.  Purpose  of  the  guide.  The  SBA  Audit 
Guide  has  been  written  primarily  to  assist 
auditors  of  SBTCs  In  performing  their  finan¬ 
cial  examination  by  focusing  on  matters 
that  are  unique  to  the  SBIC  program  and  the 
venture  capital  Industry.  It  should  be  noted 
that  this  Guide  Is  not  Intended  to  be  a  sub¬ 
stitute  for  the  accountant’s  Judgment  as  to 
the  work  required  to  meet  generally  ac¬ 
cepted  auditing  standards  and  to  render  ade¬ 
quate  and  meaningful  reports. 

C.  AICPA  and  SBA  audit  guide  relation¬ 
ships.  Although  the  accounting  principles 
and  auditing  procedures  set  forth  In  the 
Investment  Company  Audit  Guide  issued  by 
the  AICPA  (AICPA  Audit  Guide)  are  in¬ 
tended  to  apply  to  all  Investment  companies; 
the  AI CPA’s  guide  was  written  primarily  for 
the  guidance  of  auditors  of  mutual  funds 
and  closed-end  companies  registered  with 
the  Securities  and  Exchange  Commission 
under  the  Investment  Company  Act  of  1940, 
as  amended  (the  40  Act) .  The  AICPA’s  Guide 
recognized  that  several  types  of  Investment 
companies  exist  and  that  SBICs  and  venture 
capital  companies  are  unique  In  many  fun¬ 
damental  respects.  Accordingly,  Appendix  E 
of  the  AICPA’s  Guide  highlights  several  of 
these  characteristics.  The  SBA  Audit  Guide 
for  SBICs  is  intended  to  deal  more  specifically 
with  areas  that  are  unique  to  SBICs. 

The  auditor  should  recognize  that  the 
financial  statement  presentation  of  the 
AICPA’s  Guide  differ  In  certain  respects  from 
the  requirements  of  the  SBA  Guide.  Such 
differences  occur  because  the  AICPA’s  Guide 
Is  broad  In  scope  and  applies  to  all  types 
of  Investment  companies,  whereas  the  SBA’s 
Guide  Is  narrow  In  scope  and  applies  to  a 
SDeclflc  type  of  investment  company,  i.e„ 
8BTC  most  of  which  are  not  registered  with 
SEC  under  the  Investment  Company  Act  of 


FEDERAL  REGISTER,  VOL  39,  NO.  107— MONDAY,  JUNE  3,  1974 


19664 


PROPOSED  RULES 


1940.  Accordingly,  the  auditor  Is  expected  to 
follow  the  requirements  of  the  SBA  Guide, 
and  related  Instructions. 

II.  Small  Business  Investment  Compant 
Industry 

A.  History  and  nature.  In  1958,  Congress 
established  the  Small  Business  Investment 
company  program.  SBICs  are  privately 
owned,  SBA  licensed  and  regulated  com¬ 
panies  whoee  primary  purpose  is  to  provide 
equity  capital  and  long-term  financing  to 
small  firms  for  the  sound  financing  of  their 
business  operations  and  for  their  growth, 
expansion  and  modernization.  SBICs  may 
also  provide  management  assistance  to  small 
business  concerns. 

For  the  purposes  of  the  SBIC  program,  a 
concern  is  considered  small  on  one  of  two 
bases:  (1)  Its  assets  do  not  exceed  $7.5  mil¬ 
lion.  its  net  worth  is  not  more  than  $2.5 
million  and  its  most  recent  two-year  average 
lnoome  after  taxes  does  not  exceed  $250,000; 
or  (2)  the  concern  qualifies  under  the  regu¬ 
lar  business  loan  size  standards  Part  121 
of  the  SBA  rules  and  regulations.  The  stat¬ 
utory  minimum  private  capitalization  of  an 
SBIC  (hereafter  referred  to  as  Licensee)  is 
$150,000.  SBA  may  require  higher  private 
Investment,  depending  on  the  area  to  be 
served  and  the  prospect  for  sound  and  prof¬ 
itable  operations. 

The  SBA  may  purchase  debentures  of  a 
Licensee  to  augment  the  funds  available  to 
the  Licensee  for  investment  and  may  also 
guarantee  debentures  of  the  Licensee  which 
are  issued  to  others.  Such  debentures, 
whether  purchased  or  guaranteed  by  the  SBA 
are,  unless  otherwise  determined  by  the  SBA, 
subordinated  and  may  have  terms  of  up  to  15 
years.  The  total  principal  amount  of  out¬ 
standing  debentures  purchased  or  guaran¬ 
teed  by  the  SBA  and  Issued  to  any  particular 
Licensee  may,  in  general,  not  exceed  at  any 
one  time  an  amount  equal  to  twice  such 
Licensee's  capital  and  paid-in  surplus  or  $15 
million,  whichever  is  less.  However,  Licensees 
specializing  in  venture  capital  financing  and 
capitalized  at  $500,000  or  more  may  qualify 
for  leverage  in  an  amount  equal  to  three 
times  their  capital  up  to  an  aggregate  of 
$20  million. 

Prior  to  the  1972  Amendments  to  the  Small 
Business  Investment  Act  of  1958,  SBA  had 
administratively  created  a  special  class  of 
Licensee's  to  encompass  SBICs  which  were 
engaged  solely  in  financing  Small  Business 
Concerns  owned  and  managed  by  persons 
whose  participation  in  the  free  enterprise 
system  is  hampered  by  social  or  economic 
disadvantages.  These  special  Licensees  were 
legislatively  recognized  by  the  1972  Amend¬ 
ments  to  the  Act  and  are  now  designated  as 
"301(d)  Licensees.’’  Pursuant  to  these 
Amendments,  SBA  may  purchase  cumula¬ 
tive.  non  voting  preferred  stock  of  a  301(d) 
Licensee  and  may  also  purchase  or  guarantee 
a  301(d)  Licensee’s  debentures,  subject  to 
certain  specified  restrictions  as  to  the  total 
amount  of  such  securities  which  may  be 
purchased  and  outstanding  at  any  one  time. 

In  addition  to  being  regulated  by  SBA,  cer¬ 
tain  Licensees  are  registered  with  the  Securi¬ 
ties  and  Exchange  Commission  (SEC)  under 
the  Investment  Company  Act  of  1940,  and. 
accordingly,  are  subject  to  regulation  by  SEC 
as  well  as  SBA. 

Licensees  are  different  from  other  types  of 
investment  companies,  particularly  mutual 
funds.  Licensees  provide  funds  directly  to  the 
Small  Business  Concern  rather  than  buying 
their  securities  for  Investment  in  the  mar¬ 
ket  place.  Licensees  usually  become  financial 
partners  with  the  Small  Business  Concern  in 
the  sense  that  there  is  a  working  relationship 
between  the  Investor  and  the  Investee.  In¬ 
vestments  are  often  made  in  packages  (com¬ 
binations  of  debt,  convertible  Issues,  war¬ 


rants,  preferred  and  common  stock)  and  in¬ 
volve  rights  not  normally  associated  with 
traditional  securities  (right  of  inspection,  at¬ 
tendance  at  board  meetings,  first  refusals  on 
financings,  etc.)  Finally,  Licensee's  financ¬ 
ings  are  usually  for  long-term  or  equity  type 
Investments  which  tend  to  cause  such 
financings  to  be  illiquid. 

B.  Regulations  and  procedural  releases. 
Part  107  of  SBA  rules  and  regualtlons 
implements  the  Small  Business  Investment 
Act  of  1958,  as  amended,  and  applies  to 
Licensees. 

Included  in  part  107  of  SBA  Regulations  are 
three  appendices: 


Appendix:  Title 

A _  Audit  Guide  for  SBICs. 

B _ ...  Guide  for  the  preparation  of 

the  Anual  Report,  SBA  Form 

468. 

C _  System  of  Account  Classifica¬ 

tions  for  SBICs. 


In  addition  to  the  above  referenced  appen¬ 
dices,  the  accountant  should  be  familiar  with 
Policy  and  Procedural  Release  No.  2006  which 
sets  forth  the  valuation  guidelines  to  assist 
licensees  in  valuing  their  securities. 

C.  Accounting  system.  Under  Appendix  C 
to  Part  107  of  the  SBA  rules  and  regulations, 
(formerly  Part  ill  of  the  SBA  rules  and  regu¬ 
lations)  SBA  has  prescribed  a  standard  ac¬ 
counting  system  to  be  used  by  licensees. 

The  System  of  Account  Classification  is 
based  on  the  double-entry  system  of  account¬ 
ing  and  is  on  the  accrual  basis  of  accounting. 
By  design,  it  1s  basic  and  can  be  expanded  to 
meet  the  needs  of  a  particular  licensee. 

Section  107.1102  of  the  SBA  rules  and  regu¬ 
lations  provides  further  Instruction  concern¬ 
ing  preservation  of  records  and  other  report¬ 
ing  requirements. 

III.  Accounting  Policies  Summarized 

A.  General.  As  a  general  rule,  accounting 
policies  followed  by  licensees  are  those  pro¬ 
mulgated  by  the  American  Institute  of  CPA’s 
as  generally  accepted  accounting  principles 
and  practices.  Certain  of  these  principles  and 
practices  are  prescribed  in  the  AICPA’s  audit 
guide. 

B.  Valuation  of  securities.  The  general 
practice  in  the  Investment  company  indus¬ 
try  is  to  disclose,  in  one  form  or  another, 
valuation  of  securities  at  quoted  market 
values  or,  in  the  absence  of  quoted  values, 
at  fair  values  determined  by  the  company’s 
Board  of  Directors  in  good  faith. 

The  investments  of  Licensees,  however, 
often  are  venture-type  Investments  that 
complicate  the  determination  of  value.  Hie 
investee,  in  such  cases,  is  usually  a  closely 
held.  Immature  and  often  illiquid  Small 
Business  Concern  whose  stock  is  not  pub¬ 
licly  traded  but  the  Concern  usually  has 
aspirations  to  go  public.  In  addition,  there 
may  be  weaknesses  in  the  Concern's  manage¬ 
ment.  For  these  and  other  reasons,  cost  may 
be  the  most  appropriate  measure  of  value  of 
venture-type  securities  until  there  is  suffi¬ 
cient  objective  data  available  to  the  Li¬ 
censee's  Board  of  Directors  to  form  a  basis 
for  valuing  the  securities  at  other  than  cost. 

SBA  has  set  forth  guidelines  in  SBA  Policy 
and  Procedural  release  No.  2006  to  assist  the 
Directors  of  Licensees  in  valuing  their  secu¬ 
rities.  Accordingly,  the  auditor  should  satisfy 
himself  that  the  valuation  guidelines  Issued 
by  SBA,  or  other  reasonable  methods,  are 
used  in  valuing  securities. 

Additional  guidance  for  the  valuation  of 
securities  is  given  in  Chapter  3  of  the  AICPA 
Audit  Guide  and  in  Accounting  Series  Re¬ 
leases  113  and  118  Issued  by  the  SEC. 

C.  Realized  gain  (loss)  on  sale  of  securi¬ 
ties.  The  term  "Securities”  Includes  portfolio 
securities,  assets  acquired  in  liquidation  of 
portfolio  securities  (as  well  as  successor  as¬ 


sets  to  those  originally  acquired  In  such 
liquidation),  invested  idle  funds  and  other 
securities.  In  general,  gain  or  loss  on  the 
sale  of  securities  will  be  realized  when  the 
sale  occurs  and  where  the  sale  represents  a 
final  transaction.  In  those  lnstanoea  where 
part  of  net  sales  price  Is  other  than  cash, 
the  accounting  policy  will  be  that  cash  first 
applies  to  recovery  of  cost  and  then  to  gain. 
Accordingly,  non-cash  gain  on  sale  of  securi¬ 
ties  will  be  unavailable  for  capitalization  or 
dividend  distribution  until  received  by  a 
Licensee  in  cash  (money,  checks,  or  negotia¬ 
ble  money  orders) ,  demand  certificates  of  de¬ 
posit  Issued  by  banks  which  are  members  of 
the  Federal  Deposit  Insurance  Corporation, 
and/or  negotiable  direct  obligations  of  the 
UJ3.  Government. 

Losses  are  recognized  at  the  point  of  sale 
and  are  shown  as  a  reduction  of  undistrib¬ 
uted  net  earnings  realized.  They  have  no 
effect  on  non-cash  gains. 

Any  transaction  with  recourse  upon  the 
Licensee  or  involving  any  understanding 
agreement,  option,  privilege,  or  other  rights 
to  repurchase  by  and/or  resell  to  the  Li¬ 
censee  may  not  be  considered  a  final  transac¬ 
tion.  Any  reacqulsltlon  of  the  securities  by 
the  Licensee,  resulting  from  prior  agreements 
or  rights,  shall  be  construed  by  SBA  as  a 
nullification  of  the  original  sale  transac¬ 
tion. 

Any  gain  on  sale  of  securities  which  does 
not  qualify  as  realized  gain  In  accordance 
with  the  foregoing  shall  be  deferred  pend¬ 
ing  such  realization. 

D.  Unrealized  gain  (loss)  on  Securities 
held.  Unrealized  gain  (loss)  on  securities  held 
is  the  result  of  the  valuation  process  by  the 
licensee’s  Board  of  Directors  of  loans  and  in¬ 
vestments  held  at  the  statement  date.  It  rep¬ 
resents  both  the  valuations  of  securities 
above  cost  (unrealized  appreciation)  as  well 
as  valuation  below  cost  (unrealized  deprecia¬ 
tion)  .  Unrealized  gain  (loss)  on  securities 
held  represents  the  gain  or  loss  the  licensee 
would  have  realized  on  its  loans  and  Invest¬ 
ments  had  they  been  sold  at  the  statement 
date  after  providing  for  taxes  on  net  un¬ 
realized  gains. 

The  Statement  of  Operations  measures  the 
realized  activities  of  a  licensee  that  can  be 
objectively  measured.  Unrealized  gain  (loss) 
on  securities  held  is  In  many  ways  a  subjec¬ 
tive  determination  by  a  licensee;  therefore, 
measurement  In  a  separate  statement  would 
be  most  appropriate  with  the  final  results 
being  reflected  in  the  equity  section  of  the 
Statement  of  Financial  Position. 

E.  Reporting  entity.  The  auditor  should 
bear  In  mind  that  the  reporting  entity  be¬ 
ing  audited  is  the  licensee  Including  its 
securities  that  are  being  held  for  invest¬ 
ment  as  well  as  other  securities  and  assets. 
Those  securities  and  assets  that  are  held  for 
Investment  are  reported  on  the  fair  value 
basis. 

Under  certain  circumstances,  a  licensee 
may  temporarily  own  more  than  50  percent 
equity  position  In  a  financed  concern.  Such 
investments  are  to  be  reported  on  the  fair 
value  basis  and  classified  as  loans  and  In¬ 
vestments  rather  than  being  reported  on  a 
consolidated  basis  with  the  licensee. 

The  licensee  may  hold  an  Investment  In  a 
301(d)  licensee  and/or  have  a  wholly  owned 
management  consulting  subsidiary.  Such 
securities  would  not  be  considered  held  for 
Investment  but  are  considered  held  for  long¬ 
term  operating  purposes. 

F.  Equity  method  of  accounting  for  in¬ 
vestments  in  common  stock.  “Equity''  meth¬ 
od  of  accounting  for  Investments  in  common 
stock  is  not  to  be  confused  with  the  “fair 
value”  method  of  reporting  portfolio 
securities.  Under  the  equity  method,  an  in¬ 
vestor  Initially  records  an  Investment  In  the 
stock  at  cost,  and  adjusts  the  carrying 
amount  of  the  Investment  to  recognize  the 
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investor's  shire  of  the  earnings  or  losses  of 
the  investee  after  the  date  of  acquisition. 
The  amount  of  the  adjustment  is  included 
in  the  determination  of  net  Income  by  the 
Investor.  Dividends  received  from  an  in¬ 
vestee  reduce  the  carrying  amount  of  the 
investment.  Accounting  Principles  Board, 
Opinion  No.  18  issued  in  March  1971  by  the 
AICPA  specifically  does  cot  apply  to  Li¬ 
censees  whether  or  not  registered  under  the 
Investment  Company  Act  of  1940  as  ex¬ 
plained  in  paragraph  2  of  that  Opinion. 

The  AICPA  Audit  Guide  states  that  invest¬ 
ments  in  other  than  portfolio  securities 
which  meet  the  criteria  of  APB  Opinion  No. 
18  should  be  carried  on  the  equity  basis.  As 
applied  to  Licensees,  this  would  only  apply 
to  Investments  in  section  301(d)  Licensees. 
In  those  cases  where  a  301(d)  Licensee  is  a 
subsidiary  of  another  Licensee,  such  sub¬ 
sidiary  should  be  reported  as  an  uncon¬ 
solidated  subsidiary  by  the  parent  Licensee. 

G.  Policy  on  consolidated  financial  state¬ 
ments.  Consolidated  Financial  Statements 
are  to  be  filed  with  SBA  only  where  the 
Licensee  has  a  management  consulting  sub¬ 
sidiary.  Under  SBA  Regulations,  management 
consulting  subsidiaries  are  to  be  wholly 
owned  and  are  to  be  reported  on  a  con¬ 
solidated  basis  with  the  Licensee  parent. 

Operating  concerns  classified  as  assets  ac¬ 
quired  in  liquidation  may  qualify  as  sub¬ 
sidiaries  but  will  be  reported  as  uncon¬ 
solidated  subsidiaries  and  on  the  fair  value 
basis. 

H.  Accounting  for  dividend  and  interest 
income.  1.  Dividend  income.  As  a  general 
rule,  cash  dividends  on  Investment  securities 
are  recorded  as  of  the  record  date.  Oc¬ 
casionally,  cash  distributions  represent  a  re¬ 
turn  of  capital  rather  than  current  Income 
to  the  recipient  Licensee.  In  such  cases,  the 
distributions  should  be  credited  to  the  In¬ 
vestment  account  rather  than  to  income. 

Stock  splits  and  dividends  in  stock  of  the 
same  class  as  that  owned,  are  not  recorded  as 
Income  since  the  Licensee’s  equity  interest 
in  the  company  declaring  the  dividend  or 
split  has  not  changed. 

Dividends  in  kind  are  generally  recorded  as 
income  at  the  fair  value  of  the  property  re¬ 
ceived.  When  the  recipient  Licensee  has  the 
option  to  receive  cash  or  stock.  Income 
Should  be  recorded  for  the  amount  of  cash 
that  could  have  been  received.  When  stock 
rights  are  received,  a  portion  of  the  cost  basis 
of  the  related  Investment  may  be  allocated  to 
the  rights  on  a  pro  rata  cost  basis. 

a.  Interest  income.  Interest  income  on 
loans  to  Small  Business  Concerns  is  normally 
accrued  on  a  monthly  basis.  Unearned  dis¬ 
counts  are  an  adjustment  of  interest  income 
and  are  to  be  amortized  over  the  stated  life 
of  the  loan. 

Interest  income  on  loans  and  investments 
should  not  be  accrued  if  the  portfolio  con¬ 
cern  is  in  default  to  the  licensee  more  than 
6  months  or  the  concerns’  ability  to  make 
the  interest  payments  is  doubtful,  l.e.,  im¬ 
pending  bankruptcy,  etc. 

Interest  on  invested  idle  funds  is  usually 
accrued  on  a  monthly  basis  and  discounts  are 
an  adjustment  of  the  interest  rate. 

I.  Income  tax  allocation  policy.  The  auditor 
should  be  guided  by  the  provisions  of  Ac¬ 
counting  Principles  Board  Opinion  No.  H 
concerning  Income  tax  allocation  policy. 
Timing  differences  may  exist  between  ac¬ 
counting  Income  and  taxable  income  due  to 


items  such  as  provision  for  losses  on  portfolio 
securities.  In  such  cases,  a  deferred  credit 
or  charge,  whichever  the  case  may  be,  should 
be  established. 

IV.  Rkfoktino  Requirements 

A.  Annual  financial  report.  The  Small 
Business  Administration,  under  authority 
granted  by  the  Small  Business  Investment 
Act  of  1958,  as  amended,  (1958  Act)  requires 
Licensees  to  have  an  audit  (financial  exami¬ 
nation)  made  of  their  accounts  and  records 
annually  by  independent  public  accountants 
approved  by  SBA.  The  annual  audit  shall  be 
performed  as  of  the  close  of  the  Licensee’s 
fiscal  year. 

Three  copies  of  the  accountant’s  report  in¬ 
cluding  the  Financial  Report  prepared  on 
forms  contained  in  Part  I,  SBA  Form  468, 
shall  be  submitted  to  SBA  by  the  Licensee  as 
soon  as  practicable  after  completion  and  no 
later  than  the  last  day  of  the  third  month 
following  the  close  of  the  period  covered  by 
the  audit.  Attached  to  the  inside  of  the  back 
cover  of  each  copy  of  the  audit  report  should 
be  a  copy  of  any  transmittal  letter,  special 
reports,  or  similar  communications  furnished 
to  the  Licensee  by  the  auditor.  If  adjusting 
entries  are  furnished  to  the  Licensee  with  the 
report,  they  should  be  submitted  to  SBA. 

B.  Reporting  irregularities.  The  Independ¬ 
ent  public  accountant  shall  promptly  Inform 
a  responsible  official  of  the  Licensee  and  the 
Deputy  Associate  Administrator  for  Invest¬ 
ments,  Investment  Division,  Small  Business 
Administration,  1441  L  Street,  NW,  Washing¬ 
ton,  D.C.  20416  concerning  apparent  defalca¬ 
tions  or  other  financial  Irregularities  that 
may  come  to  his  attention  in  connection 
with  his  examination.  Based  on  available  in¬ 
formation,  he  will  indicate  the  nature  and 
extent  of  such  defalcations  or  other  irregu¬ 
larities. 

C.  Regulated  investment  companies.  Con¬ 
cerning  Licensees  that  are  registered  with  the 
Securities  and  Exchange  Commission,  addi¬ 
tional  reports  are  required  by  SEC  which  are 
identified  in  Chapter  1  of  the  AICPA  s  Audit 
Guide.  It  should  be  noted  that  any  report 
submitted  by  a  Licensee  to  the  SEC  shall  also 
be  submitted  to  the  Investment  Division, 
Small  Business  Administration,  1441  L  Street, 
NW.,  Washington.  D.C.  20416. 

D.  Special  management  reports.  Frequently 
the  Independent  public  accountant  will  ren¬ 
der  special  reports  to  the  Licensee’s  manage¬ 
ment.  Examples  are  reports  on  evaluation 
of  Internal  control  or  evaluation  of  specific 
portfolio  concerns.  A  copy  of  such  reports 
shall  also  be  promptly  submitted  by  the  Li¬ 
censee  to  the  Investment  Division,  Small 
Business  Administration,  1441  L  Street,  NW., 
Washington,  D.C.  20416. 

V.  Qualification  and  Selection  or  Audit 
V.  Qualification  and  Selection 
or  Auditor 

A.  Qualification  of  accountants.  Any  pub¬ 
lic  accountant,  certified  or  licensed  by  a 
regulatory  authority  of  a  State  or  other  po¬ 
litical  subdivision  of  the  United  States,  who 
is  Independent  and  who  is  duly  authorized  to 
praotlce  as  a  public  accountant,  and  Is  in 
good  standing  under  the  laws  of  the  State  or 
other  comparable  authority  In  which  so  au¬ 
thorized,  may  be  considered  qualified  to 
render  an  opinion  as  an  independent  public 
accountant  on  behalf  of  a  Licensee  whose 
office  is  located  in  such  State  or  Authority. 
Effective  December  31,  1975,  only  a  certified 


public  accountant  may  be  considered  quali¬ 
fied  to  render  an  opinion  as  an  Independent 
public  accountant  on  behalf  of  a  Licensee  ex¬ 
cept  that  thoee  licensed  public  accountants 
who  have  received  their  licenses  on  or  before 
December  31,  1971,  will  also  be  considered 
similarly  qualified. 

B.  Independence.  Accountants  approved 
by  SBA  as  auditors  of  a  licensees  are  to  follow 
the  code  of  professional  ethics  adopted  by  the 
American  Institute  of  CFA’s.  In  determining 
whether  an  accountant  may  in  fact  be  not 
independent  with  respect  to  a  particular 
Licensee,  SBA  will  give  appropriate  consider¬ 
ation  to  all  relevant  circumstances.  Including 
evidence  bearing  on  relationships  between 
the  accountant  and  such  Licensee  or  any 
affiliate  thereof. 

Accordingly,  an  accountant  or  a  firm  of 
which  he  Is  a  partner  or  shareholder  shall 
not  express  an  opinion  on  financial  state¬ 
ments  of  a  licensee  unless  he  and  his  firm  are 
independent  with  respect  to  such  licensee. 
Independence  will  be  considered  to  be  im¬ 
paired  if,  for  example: 

1.  During  the  period  of  his  professional  en¬ 
gagement,  or  at  the  time  of  expressing  his 
opinion  he  or  his  firm, 

a.  Had  or  was  committed  to  acquire  any  di¬ 
rect  or  indirect  financial  Interest  in  the  li¬ 
censee;  or 

b  Had  any  joint  business  investment  with 
the  licensee  or  any  officer,  director  or  prin¬ 
cipal  stockholder  thereof  which  was  material 
in  relation  to  his  or  his  firm's  net  worth;  or 

c.  Had  any  loan  to  or  from  the  licensee  or 
any  officer,  director,  or  principal  stockholder 
thereof. 

2  During  the  period  covered  by  the  finan¬ 
cial  statements,  during  the  period  of  the  pro¬ 
fessional  engagement  or  at  the  time  of  ex¬ 
pressing  an  opinion,  he  or  his  firm, 

a.  Was  connected  with  the  licensee  as  a 
promoter,  underwriter  or  voting  trustee,  a 
director  or  officer  or  in  any  capacity  equiva¬ 
lent  to  that  of  a  member  of  management  or 
of  an  employee;  or 

b.  Was  a  trustee  of  any  trust  cr  executor 
or  administrator  of  any  estate  if  such  trust 
or  estate  had  a  direct  or  material  indirect 
financial  interest  in  the  licensee;  or  was  a 
trustee  for  any  pension  or  profit-sharing 
trust  of  the  licensee. 

C.  Selection  of  the  auditor.  The  responsi¬ 
bility  for  selecting  the  Independent  public 
accountant  is  vested  in  the  Licensee’s  Board 
of  Directors.  Any  accountant  qualifying  as 
an  Independent  public  accountant,  as  ex¬ 
plained  above,  may  be  considered  as  having 
SBA  approval  to  perform  the  annual  audit 
(financial  examination)  upon  selection  by 
the  Board,  and  the  filing  with  SBA  by  such 
accountant  of  an  executed  IPA  Certification, 
CO  Form  112  (3-74)  certifying  as  to  his 
qualification  and  Independence,  unless  ad¬ 
vised  otherwise  by  SBA. 

It  is  strongly  recommended  that  the  Board 
give  thorough  consideration  each  year  to  the 
matter  of  selecting  the  public  accountant  to 
perform  that  year’s  audit.  The  Board  under 
this  policy  selects  an  accountant  with  whom 
It  agrees  as  to  the  scope  of  the  engagement 
and  basis  of  compensation.  Notification  of 
the  Board's  selection  will  be  furnished  to  the 
Staff  Accountant.  Investment  Division,  Small 
Business  Administration,  1441  L  Street.  NW.. 
Washington,  D.C.  20416.  Notification  to  SBA 
is  not  necessary  when  the  same  accountant 
or  accountants  are  retained  for  successive 
years. 
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Staff  Accountant 
Investment  Division 

Small  Business  Administration  IPA  CERTIFICATION 

1441  L  Street,  N.  W. 

Washington,  D.  C.  20416 

Ccntlcmen: 

I  (we)  have  been  selected  by  the  Board  of  Directors  of 


(Name  of  licensed  small  business  investment  company)  License  Number 


(Address  of  Licensee's  principal  office)  (Zip  code) 

to  conduct  an  annual  examination  of  the  Licensee's  financial  statements 

as  of  _ ,  19 _ .  In  accordance  with  the  provisions  of  Item  V 

of  the  SKA  Audit  Guide  for  SBICs,  (Check  One): 

/  /  Independent*  certified  public  accountant  (or  firm  of  CPAs). 

/  /  Independent*  licensed  public  accountant  (or  firm  of  licensed 
PAs). 

I  certify  that  this  accountant  (or  firm  of  public  accountants)  is  authorized  to 
practice  in,  and  is  in  good  standing  under  the  laws  of,  t'  e  state  or  other 
jurisdiction  in  which  the  principal  office  of  iho  Licensee  is  located,  and 
accordingly,  qualifies  to  perform  the  annual  audit  of  the  above  named  Licensee. 


(Date)  (Signature  of  individual  practitioner  or  principal,  if  applicable) 


(Date)  (Signature  of  partner  of  accounting  firm,  if  applicable) 


(Name  unJer  which  individual  practitioner  or  accounting  firm  is  doing  business) 


(Business  address)  (Zip  code) 

independent  within  the  meaning  of  this  term  as  used  by  the  Small  Business  Adminis¬ 
tration.  SEA  will  not  recognize  any  public  accountant  as  independent  who  is  not  in 
fact  independent.  For  example,  an  accountant  will  be  considered  not  independent  with 
respect  to  any  small  business  investment  company  with  which  he  has,  or  had  during 
the  period  covered  by  the  audit  (financial  examination),  any  direct  financial  interest 
or  any  material  indirect  financial  interest;  or  with  which  he  is,  or  was  during 
such  period,  connected  as  a  promoter,  underwriter,  voting  trustee,  investment  adviser, 
director,  officer,  or  employee,  or  in  the  capacity  of  rendering  bookkeeping  services. 

CO  FORM  112  (3/74)  Previous  Editions  are  Obsolete. 
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VI.  Scop*  or  Audit 

The  independent  public  accountant’s  audit 
Is  to  be  an  examination  of  the  Licensee  s 
financial  statements  in  accordance  with 
generally  accepted  auditing  standards  as 
expressed  by  the  American  Institute  of  Cer¬ 
tified  Public  Accountants.  The  auditor  Is  to 
mnVft  an  examination  of  the  Licensee’s  finan¬ 
cial  statements  with  the  view  of  expressing 
an  opinion  as  to  whether  the  financial  state¬ 
ments  present  fairly  the  financial  position, 
changes  In  financial  position,  and  results  of 
operations  in  accordance  with  generally  ac¬ 
cepted  accounting  principles  applies  on  a 
basis  consistent  with  that  of  the  preceding 
year.  The  audit  Is  not  to  be  a  "compliance 
audit”  In  the  sense  that  the  independent 
accountant  Is  expressing  an  opinion  as  to 
whether  the  Licensee  Is  operating  In  accord¬ 
ance  with  the  Act  and  Part  107  of  8BA  rules 
and  regulations. 

Management  Is  responsible  for  the  prepa¬ 
ration  of  the  Annual  Report,  SBA  Form  468. 
The  statements  contained  In  Part  1  will  be 
the  basis  for  the  auditor’s  opinion.  It  is  ex¬ 
pected  that  all  audit  adjustments  will  be 
recorded  In  the  Licensee’s  records  before 
completion  of  the  audit  report  so  that  finan¬ 
cial  statements  accompanying  the  report  will 
agree  with  the  books  as  adjusted  as  of  the 
statement  date,  giving  consideration  to  re¬ 
classifications  of  account  balances  for  report 
purposes.  If  the  adjustments  are  not  so  re¬ 
corded  on  the  Licensee’s  books,  a  statement 
should  be  made  by  the  Independent  account¬ 
ant  to  this  effect. 

The  Independent  public  accountant  is  ex¬ 
pected  to  satisfy  himself  as  to  the  reason¬ 
ableness  of  the  bases  used  by  the  Licensee’s 
Board  of  Directors  in  determining  the  valua¬ 
tion  of  loans  and  investments.  The  auditor 
should  determine  and  comment  in  his  report 
as  to  whether  the  Licensee  followed  reason¬ 
able  valuation  methods  and  standards  In 
valuing  loans  and  investments. 

VII.  Loan  and  Invxstmxnt  Accounts 

A.  Investment  objectives  and  policies.  The 
composition  of  a  Licensee’s  loans  and  invest¬ 
ments  varies  from  one  Licensee  to  another 
and  reflects  the  Licensee’s  policies  and  ob¬ 
jectives  of  investing  that  are  being  fpllowed 
In  practice.  Such  objectives  may  emphasize 
equity  Investments,  loans  or  a  balance  be¬ 
tween  loans  and  equity  Investments.  The 
portfolio  may  also  be  widely  diversified  or 
specialized  as  to  Industry  or  geographical 
area.  In  addition,  the  Licensee  may  choose  to 
by  a  "301  (d)  Licensee”  that  Is  organized  to  be 
a  profit  or  non-profit  corporation  with  an  In¬ 
vestment  policy  limited  to  providing  financ¬ 
ing  solely  to  Small  Business  Concerns  which 
will  contribute  to  a  well-balanced  national 
economy  by  facilitating  ownership  In  such 
concerns  by  persons  whose  participation  in 
the  free  enterprise  system  Is  hampered  be¬ 
cause  of  social  or  economic  disadvantages. 
Such  Licensees  were  formerly  designated  by 
the  acronym  “MESBIC.” 

The  basic  investment  objectives  adopted  by 
management  can  be  found  In  the  Licensee’s 
proposal  to  operate,  registration  statements, 
prospectus,  or  offering  circular. 

B.  Federal  income  tax  provisions  affecting 
investment  accounts.  Licensees  which  elect 
to  qualify  as  Regulated  Investment  Com¬ 
panies  under  Subchapter  M  of  the  Internal 
Revenue  Code  (Sections  851  to  865  of  IRC) 
must  meet  the  various  requirements  set  forth 
therein  which  are  summarized  In  Chapter  5 
of  the  AICPA’s  Audit  Guide.  Also  Item  IX  of 
this  Guide  summarizes  the  special  Income  tax 
provisions  that  may  apply  to  Licensees. 

C.  Recordkeeping  requirements  relating 
to  investment  activity.  No  specific  record¬ 
keeping  system  for  Investment  activity  Is  re¬ 
quired  other  than  that  provided  in  the  SBA’s 
System  of  Account  Classifications.  However, 
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the  Licensee  Is  to  develop  systems  and  main¬ 
tain  records  sufficient  to  properly  account  for 
tjraneactlone  and  valuation  of  Individual 
loans  and  investments. 

Section  107.1103  of  SBA  rules  and  regula¬ 
tions  specifies  the  records  and  documents 
which  must  be  maintained  and  preserved  by 
all  Licensees.  In  Addition,  Licensees  regis¬ 
tered  under  the  Investment  Company  Act  of 
1940  are  required  to  maintain  and  preserve 
those  records  specified  in  section  31  of  such 
Act  and  the  rules  and  regulations  thereunder. 

D.  Custody  of  securities.  A  Licensee’s  man¬ 
agement  is  expected  to  assume  responsibility 
for  the  custody  of  securities.  Accordingly, 
there  Is  to  be  safekeeping  for  securities,  usu¬ 
ally  a  safe  deposit  box  at  a  bank  or  other 
custodian  with  such  safekeeping  facilities, 
and  dual  control  over  withdrawal  of  securi¬ 
ties  from  safekeeping  Is  required  (f  107.1103 
(b)  of  the  SBA  regulations.) 

E.  Valuation  of  securities.  As  stated  in 
Item  III  of  this  Guide,  a  Licensee  shall  report 
Its  loans  and  Investments  at  fair  value.  Value 
mn  be  defined  as:  (a)  The  market  value  of 
securities  where  market  quotations  are  read¬ 
ily  available;  and  (b)  fair  value  as  deter¬ 
mined  In  good  faith  by  the  Licensee's  Board 
of  Directors  for  other  loans  and  Investments, 
and  securities  which  are  not  publicly  traded. 

The  Board  of  Directors  when  valuing  secur¬ 
ities  must  consider  the  effect  of  factors  hav¬ 
ing  a  bearing  on  the  values  of  such  securities 
even  when  they  are  traded  on  a  recognized 
exchange  where  market  quotations  are  avail¬ 
able.  Examples  of  such  factors  are  a  thin 
market,  large  holdings  by  the  licensee  that 
would  adversely  affect  the  market  price  If 
traded,  or  securities  that  are  restricted. 

Ordinarily,  little  difficulty  should  be  ex¬ 
perienced  In  valuing  securities  traded  on  a 
recognized  securities  exchange  since  the 
prices  of  transactions  are  published  daily.  If  a 
security  was  traded  on  the  valuation  date,  the 
last  quoted  sales  price  generally  Is  used.  How¬ 
ever,  If  there  were  no  sales  on  the  exchange 
on  the  valuation  date  but  published  closing 
bid  and  asked  prices  are  available,  the  valu¬ 
ation  should  be  within  the  range  of  these 
quoted  prices. 

Quotations  are  available  from  various 
sources  for  most  unlisted  securities  traded 
regularly  In  the  over-the-counter  market. 
Ordinarily,  quotations  for  an  over-the- 
counter  security  should  be  obtained  from 
more  than  one  broker/dealer  unless  avail¬ 
able  from  an  established  market-maker  for 
that  security.  Quotations  for  several  days 
should  be  used  and  the  valuation  Should  be 
within  the  range  of  these  quotations. 

Regarding  securities  that  are  not  publicly 
traded.  It  Is  Incumbent  upon  the  Board  cf 
Directors  to  satisfy  themselves  that  all  ap¬ 
propriate  factors  relevant  to  the  value  of  se¬ 
curities  for  which  market  quotations  are  not 
readily  available  have  been  considered  and 
to  determine  the  method  of  arriving  at  the 
fair  value  of  each  such  security.  To  the  ex¬ 
tent  considered  necessary,  the  Board  may  ap¬ 
point  persons  to  assist  It  In  the  determina¬ 
tion  of  such  value.  However,  the  Board  must 
review  continuously  the  appropriateness  of 
the  method  used  In  valuing  each  loan  and  In¬ 
vestment  In  the  Licensee’s  portfolio. 

As  stated  In  Accounting  Series  Release  No. 
118  of  SEC,  no  single  standard  for  determin¬ 
ing  fair  value  In  good  faith  can  be  laid  down, 
since  fair  value  depends  upon  the  circum¬ 
stances  of  each  Individual  case.  The  Board 
is  to  follow  the  guidelines  set  forth  In  SBA 
Policy  and  Procedural  Release  No.  2006  and 
should  be  guided  by  the  8 EC’s  accounting 
Series  Release  No.  113  In  valuing  loans  and 
Investments  or  other  reasonable  methods. 

F.  Audit  procedures.  The  auditing  pro¬ 
cedures  relating  to  the  Investment  accounts 
of  Investment  companies  require  greater  at¬ 
tention  than  those  of  a  commercial  enterprise 
because  of  the  relative  significance  of  such 


assets.  In  either  case,  the  Independent  audi¬ 
tor  should  evaluate  the  Internal  accounting 
controls  as  a  basis  for  determining  the  extent 
of  his  examination.  The  auditing  procedures 
outlined  In  the  AICPA’s  Audit  Guide  should 
be  followed  to  the  extent  appropriate.  Con¬ 
cerning  valuation  of  securities:  The  licensee’s 
board  of  directors  has  the  sole  responsibility 
for  valuing  securities  in  good  faith. 

The  auditor  Is  not  to  be  an  appraiser  In 
the  sense  that  he  Is  to  determine  the  value 
of  the  Licensee’s  securities.  He  Is,  however, 
expected  to  review  the  methods  and  evi¬ 
dential  matter  used  by  the  Board  of  Directors 
in  their  determinations  of  fair  value.  He  Is 
further  expected  to  comment  in  his  report 
on  the  reasonableness  of  such  practices  and 
adequacy  of  such  Information. 

VTII.  Capital  Accounts 

A.  3  percent  cumulative  preferred  stock. 
As  part  of  the  leverage  funds  provided  to  a 
301(d)  Licensee,  SBA  may  purchase  3  per¬ 
cent  cumulative  preferred  stock  from  the 
Licensee.  Such  preferred  stock,  while  con¬ 
sidered  to  be  part  of  equity,  Is  not  considered 
paid-in  capital  or  paid-in  surplus  for  leverage 
or  regulatory  purposes. 

The  rights  of  the  preferred  stockholder 
(SBA)  are  set  forth  in  {  107.205(a)  (2)  of  the 
SBA  regulations. 

B.  Unrealized  gain  (loss)  on  securities 
held.  As  stated  In  Item  III  of  this  Guide,  Un¬ 
realized  Gain  (Loss)  on  Securities  Held  rep¬ 
resents  the  net  gain  (loss)  after  tax  effect 
that  the  Licensee  would  realize  If  the  loans 
and  Investments  were  sold  at  the  statement 
date,  but  as  If  in  the  normal  course  of  busi- 

Included  under  this  caption  are  three  cap¬ 
ital  accounts,  described  as  follows: 

1.  Unrealized  appreciation  on  securities 
held.  This  Is  the  amount  by  which  fair 
value  of  the  Licensee’s  loans  and  investments 
exceeds  cost. 

2.  Unrealized  depreciation  on  securities 
held.  This  Is  the  amount  by  which  fair  value 
of  the  Licensee’s  loans  and  Investments  is 
less  than  cost. 

3.  Estimated  income  taxes.  This  Is  a  pro¬ 
vision  for  taxes  on  the  net  amount  of  un¬ 
realized  appreciation  or  (depredation)  and 
the  offset  being  a  deferred  credit  or  deferred 
charge. 

The  auditor  should  recognize  that  Unreal¬ 
ized  Gain  (Loss)  on  Securities  Held  results 
from  valuation  of  Loans  and  Investments  by 
the  Licensee’s  Board  of  Directors.  Such  valu¬ 
ation  usually  Is  a  judgmental  estimate  which 
Involves  uncertainties  that  are  difficult  to 
quantify.  Accordingly,  the  reliability  of  the 
unrealized  gain  (loss)  on  securities  held  will 
not  be  as  great  as  realized  gain  (loss)  on  sale 
of  securities  because  the  latter  Is  based  on 
transactions  that  are  objectively  measurable. 
The  auditor,  then,  must  satisfy  himself  that 
the  methods  used  by  the  directors  In  valuing 
securities  are  reasonable  and  that  the  evi¬ 
dential  matter  Is  adequate. 

C.  Undistributed  realized  earnings.  Undis¬ 
tributed  Realized  Earnings  Is  the  cumulative 
balance  of  periodic  net  Investment  Income 
Including  realized  gain  (loss)  on  securities 
sold,  less  dividend  distributions  whether 
cash,  stock  or  dividends  In  kind.  Included  are 
non-cash  gains  on  securities  sold,  l.e.  notes, 
securities  or  other  assets  received.  Such  non¬ 
cash  gains  will  not  be  available  for  capitali¬ 
zation  or  dividends  until  such  assets  are  con¬ 
verted  to  cash.  Accordingly,  undistributed 
realized  earnings  will  be  reflected  in  two  cap¬ 
ital  accounts:  (1)  Non-Cash  Gains  on  Sale  of 
Securities  and  (2)  Undistributed  Net  Real¬ 
ized  Earnings. 

Finally,  non-cash  gains  will  not  be  real¬ 
ized  If  uncertainty  as  to  the  ultimate  reali¬ 
zation  of  the  gain  In  cash  Is  so  great  that 
business  prudence,  as  well  as  generally  ac¬ 
cepted  accounting  principles,  would  preclude 
such  recognition. 
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DC.  Otro  Matthls 

The  Independent  auditor  should  satisfy 
himself  that  investment  company  accounts 
not  specifically  mentioned  in  this  audit  guide 
or  the  AICPA  Audit  Guide  are  maintained  in 
accordance  with  generally  accepted  account* 
ing  principles  and  audited  in  accordance  with 
generally  accepted  auditing  standards  for 
other  commercial  enterprises. 

A.  Compensating  balances.  If  those  in¬ 
stances  where  idle  funds  are  encumbered  or 
are  being  used  as  “compensating  balances," 
the  auditor  will  disclose  the  nature  and  ex¬ 
tent  of  such  encumbrance  in  a  note  to  the 
financial  statements. 

In  the  compensating  balance  is  a  formal 
arrangement,  the  funds  should  be  reclassified 
to  either  other  current  assets  or  other  assets, 
whichever  would  be  appropriate. 

B.  Taxes.  Licensees  receive  special  tax 
treatment  in  a  number  of  areas.  The  effect 
is  to  allow  certain  exclusions  or  additional 
deductions  without  the  limitations  pre¬ 
scribed  for  other  corporations. 

A  Licensee  operating  under  the  1068  Act  is 
allowed  a  100  percent  dividends  received  de¬ 
duction  for  dividends  received  by  it  from  a 
taxable  domestic  corporation.  To  claim  this 
100  percent  deduction  the  Licensee  must  file 
with  its  return  a  statement  that  it  was  a 
Federal  Licensee  under  the  1968  Act  at  the 
time  of  the  receipt  of  the  dividends. 

An  ordinary  loss,  rather  than  a  capital  loss, 
can  be  taken  on  the  sale  or  exchange  of  se¬ 
curity  investments  in  convertible  debentures 
or  stocks  acquired  pursuant  to  the  conver¬ 
sion  privileges  of  such  debentures.  Capital 
losses  on  other  investments  receive  no  special 
treatment.  A  Licensee  must  submit  with  its 
tax  return  a  statement  that  It  is  a  Federal 
Licensee  under  the  1968  Act  setting  forth 
the  name  and  address  of  the  Small  Business 
Concern  with  respect  to  whose  securities  the 
loss  was  sustained,  the  number  of  shares  of 
stock  or  the  number  or  denomination  of 
bonds,  the  basis  and  selling  price,  and  the 
respective  dates  of  purchase  and  sale  or  the 
reason  for  their  worthlessness  and  the  ap¬ 
proximate  date  thereof. 

Special  provisions  are  provided  for  reserve 
for  losses  on  loans  of  Licensees  and  they  may 
obtain  special  treatment  for  net  operating 
losses  and  may  be  excluded  from  the  defini¬ 
tion  of  a  personal  holding  company. 

A  shareholder  in  a  Licensee  may  treat  a 
loss  on  such  stock  as  an  ordinary  loss  and  in 
the  case  of  a  noncorporate  shareholder  such 
loss  is  considered  a  loss  from  a  trade  or 
business. 

A  Licensee  may  choose  to  be  taxed  as  a 
Regulated  Investment  Company.  To  do  so,  it 
must  meet  the  requirements  of  sections  851 
to  855  of  Internal  Revenue  Code.  Such  re¬ 
quirements  are  outlined  in  Chapter  6  of  the 
AICPA  Audit  Guide. 

For  taxable  years  beginning  after  Decem¬ 
ber  31,  1975,  net  operating  losses  may  be  car¬ 
ried  back  10  taxable  years  and  forward  5 
taxable  years  following  the  taxable  year  of 
such  loss. 

Finally,  there  is  no  excess  accumulated 
earnings  tax  assessed  to  a  Licensee  provided 
it  utilizes  such  earnings  and  profits  for  addi¬ 
tional  loans  and  Investments. 

C.  Interest  expense — 301(d)  licensees.  Sec¬ 
tion  317  of  the  Small  Business  Investment 
Act  provides  for  “interest  subsidy’'  on  lever¬ 
age  funds  obtained  by  301  (d)  Licensees  from 
SB  A.  Because  the  interest  subsidy  must  be 
paid  at  some  point  in  time  (f  107.205(a)  (2) 
(IV)  of  the  8BA  rules  and  regulations), 
the  Interest  subsidy  should  be  treated  as 
deferred  payment  of  Interest  expense.  Ac¬ 
cordingly,  the  Interest  subsidy  should  be 
recognized  as  an  expense  in  the  period  to 
which  the  interest  subsidy  applies  with  a 
corresponding  entry  to  accrued  Interest  pay¬ 
able. 


D.  Reserve  for  guarantees.  Funded  reserve 
for  guarantees  as  described  in  1 107.601  (f )  of 
the  BBA  rules  and  regulations  indicates  that 
“funded  reserve"  equal  to  10  percent  of  all 
guarantees  will  be  maintained  by  the 
Licensee. 

The  auditor  should  recognize  that  8BA  does 
not  intend  that  assets  be  segregated  and  a 
funded  reserve  be  maintained  in  the  true 
sense  of  the  term.  Rather,  the  Licensee  is 
considered  to  be  in  compliance  with  f  107.- 
501(f)  of  the  regulations  if  the  Licensee’s 
total  cash  and  invested  idle  funds  equal  10 
percent  of  guarantees  outstanding. 

E.  Notes  and  debentures  payable  to  or 
guaranteed  by  SBA.  As  outlined  in  Item  DA, 
a  primary  advantage  of  the  SBIC  program  is 
the  ability  of  licensees  to  acquire  long-term 
leverage  funds  from  SBA.  Usually  the  terms 
and  conditions  set  forth  in  1  107.203(b)  of 
SBA  rules  and  regulations  are  Incorporated 
in  the  debenture  as  covenants  to  the  agree¬ 
ment. 

Section  107.203(b)  (1)  (ill)  provides  that 
the  entire  indebtedness  of  the  Licensee  may 
be  declared  immediately  due  and  payable  for: 

*  *  *  Failure  of  the  Licensee,  as  determined 
by  SBA,  to  comply  with  any  one  or  more  of 
the  provisions  of  the  Act  or  regulations 
promulgated  thereunder,  as  they  may  be 
amended  from  time  to  time  *  *  *.  Demand  in 
such  cases  will  be  made  in  a  letter  from 
SBA  specifying  the  violations  that  have  oc¬ 
curred  and  that  funds  owed  the  SBA  are 
due  and  payable  in  accordance  with  the 
acceleration  provisions  of  the  debentures. 
The  violations  which  cause  demand  to  be 
made  are  usually  those  which  are  significant 
and  include  such  areas  as  conflicts  of  in¬ 
terest,  control  of  small  business  concerns 
by  the  licensee,  overline  Investments  and 
any  other  such  major  acts  which  might 
be  determined  by  SBA  to  be  contrary  to  the 
Act  and  regulations.  It  should  be  noted  that 
in  such  cases  demand  is  viewed  as  a  means 
to  protect  the  SBA’s  position  as  a  creditor 
usually  after  other  efforts  have  been  un¬ 
successful. 

In  those  Instances  where  the  licensee  falls 
to  maintain  either  the  capital  requirement 
or  the  Investment  ratio  (See  section  303 
(b)(2)  of  the  Act  or  if  107.203(b)  (8)  and 
107.203(d)  of  the  regulations)  SBA  may  in 
its  discussion  upon  written  notloe  consider 
part  or  all  of  the  licensee’s  long-term  debt 
to  be  due  and  payable.  Written  notice  is  not 
required,  however,  for  the  long-term  debt 
to  be  considered  due  and  payable  when  any 
of  the  four  conditions  set  forth  in  f  107203 
(b)  (2)  exist. 

Should  the  auditor  have  difficulty  in  de¬ 
termining  whether  demand  has  been  or  is 
about  to  be  made  on  such  long-term  in¬ 
debtedness.  he  may  consider  requesting  a 
positive  confirmation  from  the  Deputy  As¬ 
sociate  Administrator  for  Investment.  Small 
Business  Administration,  1441  L  Street.  NW, 
Washington.  D.C.  20416,  as  to  whether  the 
licensee  is  in  violation  of  the  Act  or  reg¬ 
ulations  as  of  the  statement  date  and  as  a 
result  whether  demand  is  being  made  by 
SBA  on  the  long-term  debt. 

X.  Fidelity  Bond 

A.  Need  for  bond.  The  Fidelity  Bond  re¬ 
quirements  are  set  forth  herein  principally 
for  the  guidance  of  the  Licensee  in  meeting 
its  obligation  to  conform  to  such  require¬ 
ments. 

Each  Licensee  shall  obtain  and  maintain  a 
Fidelity  Bond,  which  must  be  executed  by  a 
Surety  holding  a  certificate  of  authority  from 
the  Secretary  of  the  Treasury  pursuant  to 
section  6-13  of  Title  6  of  the  United  States 
Code  as  an  acceptable  Surety  on  Federal 
Bonds.  Each  officer  and  employee  who  has 
control  over  or  access  to  cash,  securities,  or 
other  property  of  the  Licensee  shall  be  cov¬ 
ered  by  such  Fidelity  Bond.  The  form  of  Bond 


must  meet  the  provisions  of  paragraphs  B 
through  D  below. 

B.  Type  of  bond.  The  Fidelity  Bond  may  be 
issued  on  a  "Discovery”  or  “Loss-Sustained” 
basis.  Each  Bond  shall  contain  minimum  cov¬ 
erage  equivalent  to  Insuring  agreements  (A) 
Fidelity,  (B)  On  Premises,  and  (C)  In  Transit 
provided  in  Finance  Companies  Blank  Bond 
Standard  Form  15  and  14.  Equivalent  insur¬ 
ance  coverage,  as  previously  stated,  con¬ 
stitutes  satisfactory  coverage.  Insuring  Agree¬ 
ments  covering  (D)  Forgery  or  Alteration. 
(E)  Securities,  and  (F)  Counterfeit  Currency, 
Misplacement  Coverage,  and  Electronic  Data 
Processing  Coverage  are  not  required.  The 
Bond  shall  also  contain  a  rider  or  endorse¬ 
ment  providing  that  the  Surety  will  notify 
the  SBA  Investment  Division  of  its  intent  to 
cancel  the  Fidelity  Bond  at  least  30  days  in 
advance  of  the  effective  date  of  cancellation. 
At  the  option  of  the  Licensee  a  loss  deductible 
clause  not  to  exceed  $1,000  will  be  permissible 
under  all  of  the  insuring  agreements. 

A  Licensee,  including  a  bank-owned  or 
controlled  Licensee,  may  be  covered  as  a  Joint 
Insured  under  a  Fidelity  Bond  if  the  coverage 
meets  the  above  requirements. 

C.  Minimum  coverage.  The  minimum 
amount  of  fidelity  bond  for  each  Licensee  ac¬ 
ceptable  to  8BA  shall  be  $25,000. 

D.  Cancellation  and  claims  by  the  licensee. 
Each  Licensee,  at  least  30  days  prior  to  mak¬ 
ing  any  request  to  the  Surety  to  terminate  or 
cancel  such  bonds,  shall  notify  SBA  in  writ¬ 
ing  of  its  Intent  to  terminate  or  canoel  the 
bond.  Each  Licensee  shall  notify  SBA  im¬ 
mediately  in  writing  of  any  claim  for  lose 
filed  under  the  bond  with  the  Surety.  Such 
notifications  to  SBA  shall  be  by  certified  mall 
addressed  to  the  Deputy  Associate  Adminis¬ 
trator  for  Investment.  Investment  Division, 
Small  Business  Administration,  1441  L  Street 
NW..  Washington,  D.C.  20416. 

E.  Licensees  regulated  under  the  Invest - 
ment  Company  Act  of  1940.  Licensees  that 
are  regulated  by  SEC  under  the  Investment 
Company  Act  of  1940  shall  also  comply  with 
the  Fidelity  Bond  requirements  set  forth  in 
'section  270.17g-l  of  the  SEC  rules  and  regu¬ 
lations.  Therefore.  SBICs  that  are  regulated 
by  SBC  under  the  1940  Act  are  to  comply  with 
such  requirements. 

XL  Financial  Statements 

The  financial  statements  erf  Licensees  are 
directed  to  the  presentation  of  financial 
position,  changes  in  financial  position  and 
results  of  operations.  Such  statements  con¬ 
stitute  the  Financial  Report,  Part  I  of  SBA 
Form  468,  and  are  required  to  be  presented 
in  the  prescribed  format. 

The  financial  statements  required  for  li¬ 
censees  differ  in  certain  respects  from  those 
suggested  in  the  AICPA’s  Audit  Guide.  Such 
deviations  are  not  at  variance  with  generally 
accepted  accounting  principles  and  reporting 
practices.  The  opening  paragraphs  of  Chapter 
7  of  the  AICPA’s  Guide  support  this  view: 

The  financial  statements  illustrated  in  this 
chapter  are  for  typical  open-end  management 
investment  companies  and  may  need  to  be 
modified  to  fit  the  requirements  of  other 
types  of  investment  companies. 

In  all  instances,  the  management  <rf  in¬ 
vestment  companies  and  the  auditor  should 
be  cognizant  of  the  need  for  reporting  in  a 
manner  which  property  highlights  significant 
information  for  shareholders  and  other  in¬ 
terested  parties.  Content  and  format  of  re¬ 
ports  required  by  regulatory  authorities,  e.g., 
the  Securities  and  Exchange  Commission  and 
Small  Business  Administration,  are,  of  course, 
governed  by  the  requirements  of  the  appli¬ 
cable  form  and  related  rules,  regulations,  and 
instructions. 

It  should  be  noted  that  SBA  Policy  and 
Procedural  Release  No.  2013  provides  detailed 
instructions  for  the  preparation  of  the  An- 
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nu&l  Report,  SB  A  Form  468.  The  following 
Is  a  brief  description  of  the  financial  state¬ 
ments,  supplementary  schedules  and,  when 
applicable,  standard  footnotes. 

A.  Statement  of  financial  position.  The 
Statement  of  Financial  Position  is  presented 
In  a  conventional  Balance  Sheet  format 
rather  than  the  Statement  of  Assets  and 
Liabilities  or  the  alternate  Statement  of  Net 
Assets  as  suggested  by  the  AICPA’s  Audit 
Guide  for  most  Investment  companies.  Be¬ 
cause  of  the  relative  Importance  of  loans  and 
Investments,  they  are  Shown  as  the  first 
category  at  assets  presented  In  the  Statement. 

As  previously  stated.  Licensees  are  to  re¬ 
port  loans  and  Investments  on  the  fair  value 
basis.  Accordingly,  the  Statement  will  pre¬ 
sent  loans  and  Investments  at  cost  and, 
through  adjustments  for  unrealized  appre¬ 
ciation  (valuation  above  cost)  and  unreal¬ 
ized  depreciation  (valuation  below  cost)  ar¬ 
rive  at  fair  value.  The  net  Unrealized  Gain 
(Loss)  will  be  reported  separate  from  un¬ 
distributed  Earnings  Realized  In  the  equity 
section  of  the  Statement  of  Financial  posi¬ 
tion. 

B.  Computation  of  retained  earnings  for 
regulatory  purposes.  The  note  following  the 
Statement  of  Financial  position  Is  for  SBA 
purposes  and  Is  designed  to  compute  Re¬ 
tained  EarnlngB  available  for  dividend  dis¬ 
tribution  or  capitalization.  Undistributed  net 
earnings  realized  Is  the  amount  of  realized 
earnings  retained  by  the  Licensee  net  of  non¬ 
cash  gains  on  sale  of  Securities  and  without 
effect  of  valuation. 

“Retained  Earnings”  will  be  determined  by 
reducing  Undistributed  net  earnings  realized 
by  the  provisions  for  losses  established  by 
the  licensee  on  loan  and  Investments. 

The  auditor  should,  either  In  footnote  form 
or  a  supporting  schedule.  Identify  provision 
for  losses  according  to  lines  1  through  9  of 
the  Statement  of  Financial  Position. 

C.  Statement  of  undistributed  realized 
earnings.  This  statement  reflects  the  In¬ 
creases  and  decreases  In  noncash  gains  and 
net  Undistributed  Realized  Earnings.  The 
net  change  when  added  to  the  balance  of 
the  beginning  of  the  period  results  In  the 
balance  at  the  end  of  the  period.  Item  VIII, 
C  further  explains  the  nature  of  Undis¬ 
tributed  Realized  Earnings. 

D.  Statement  of  operations  realized.  The 
Statement  of  Operations  Realized  Is  designed 
to  present  the  results  of  realized  Investment 
activities  of  the  Licensee  by  reporting  sep¬ 
arately  Investment  Income  or  loss  Including 
management  consulting  activities,  and  real¬ 
ized  gains  or  losses  from  sale  of  securities. 
This  statement  does  not  measure  the  change 
in  unrealized  gain  (loss)  on  securities  held 
as  does  the  Statement  of  Operations  sug¬ 
gested  by  the  AICPA  Audit  Guide.  Rather, 
such  unrealized  gain  (loss)  will  be  measured 
In  a  separate  statement. 

While  Investment  Income  and  Realized 
Gain  (Loss)  on  Sale  of  Securities  are  meas¬ 
ured  separately  within  the  Statement  of  Op¬ 
erations  Realized,  they  are  reflected  In  the 
Statement  of  Undistributed  Realized  Earn¬ 
ings.  It  Should  be  noted  that  Unrealized 
Gain  (Loss)  on  Securities  Held  Is  reflected 
directly  In  the  equity  section  of  the  State¬ 
ment  of  Financial  Position  and  Is  not  re¬ 
flected  In  the  Statement  of  Undistributed 
Earnings  Realized. 

E.  Statement  of  unrealized  gain  (loss)  on 
securities  held.  The  Statement  of  Unrealized 
Gain  (Loss)  on  Securities  Held  summarizes 
the  results  of  the  valuation  process  of  secu¬ 
rities  held  as  of  the  statement  date  as  com¬ 
pared  to  the  previous  statement  date  and 
discloses  the  net  change  In  the  Unrealized 
Gain  (Loss)  on  Securities  Held. 


Measurement  of  unrealized  gain  (loss)  on 
such  securities  Is  a  difficult  process  as  has 
been  previously  explained.  Changes  in  un¬ 
realized  gain  (loss)  on  securities  held  Is 
measured  In  a  statement  separate  from  the 
Statement  of  Operations  primarily  because 
such  amount  results  from  a  Judgmental 
estimate  made  by  the  licensee's  manage¬ 
ment  rather  than  being  an  amount  result¬ 
ing  from  accomplished  transactions  which 
Is  objectively  verifiable. 

Securities  held  are  classified  by  the  pri¬ 
mary  groupings  of  loans  and  investments 
as  set  forth  In  Items  1  through  12  of  the 
statement  of  financial  position  and  are  as 
follows: 

a.  Portfolio  securities, 

b.  Assets  acquired  In  liquidation  of  port¬ 
folio  securities,  and 

c.  Other  securities. 

In  arriving  at  net  unrealized  gain  (loss)  on 
securities  held,  consideration  must  be  given 
to  unrealized  appreciation  (valuation  above 
cost)  and  Unrealized  Depreciation  (valua¬ 
tion  below  cost)  of  such  securities.  To  the 
extent  that  unrealized  appreciation  exceeds 
unrealized  depreciation,  a  provision  for  in¬ 
come  taxes  will  be  made. 

F.  Statement  of  change  in  financial  posi¬ 
tion.  The  Statement  of  Change  In  Financial 
Position  Is  intended  to  summarize  the  In¬ 
flow  and  outflow  of  cash  for  the  Licensee’s 
current  year's  operations.  The  net  result 
will  be  an  Increase  or  decrease  In  cash  and 
Invested  idle  funds. 

G.  Statement  of  realized  gain  (loss)  on 
sale  of  securities.  The  Statement  of  Realized 
Gain  (Loss)  on  Sale  of  Securities  Is  a  sum¬ 
mary  by  category  of  securities  sold  and  the 
resulting  gain  or  loss  on  such  sales.  Also, 
It  summarizes  the  increases  In  noncash  gains 
on  securities  sold  during  the  period. 

This  statement  will  be  Included  only  If 
securities  are  sold  during  the  current  year. 
It  Is  an  additional  statement  and  supports 
the  Statement  of  Operations  Realized. 

As  stated  In  Item  HI,  C  of  this  Guide,  gain 
or  loss  on  sale  of  securities  Is  realized  at 
the  point  of  sale  whether  or  not  realized  In 
cash.  When  part  of  the  net  sales  price  Is  not 
In  cash,  gain  will  continue  to  be  realized 
at  the  time  of  sale  unless  the  sale  Is  not  a 
final  transaction  or  unless  collection  of  the 
proceeds  Is  not  reasonably  assured.  However, 
such  non-cash  gains  wll  not  be  available  for 
capitalization  or  dividend  distribution  until 
collected. 

H.  Statement  of  commitments  and  guar¬ 
antees.  When  the  Licensee  has  commitments 
outstanding  to  provide  financing  or  has 
guaranteed  financing  provided  by  others,  a 
Statement  of  Commitments  and  Guarantees 
will  be  Included  as  a  supporting  statement. 
The  Statement  will  show  outstanding  com¬ 
mitments  and  guarantees  to  Small  Business 
Concerns  at  the  statement  date. 

I.  Schedule  of  loans  and  investments.  This 
Schedule  will  show  loans  and  Investments 
outstanding  at  the  Statement  date  by  Small 
Business  Concerns  grouped  Into  the  follow¬ 
ing  categories:  (1)  “Portfolio  securities’' 
segregated  by  publicly  held  SBCs  and  pri¬ 
vately  held-SBCs;  and  (2)  "assets  acquired 
In  liquidation  of  portfolio  securities!”  (3) 
"other  securities.” 

The  Schedule  will  contain  the  name  of 
the  Small  Business  Concern,  brief  descrip¬ 
tion  of  the  securities,  co6t  basis,  valuation  by 
Board  of  Directors  and  potential  equity  In¬ 
terest  In  the  concern.  Where  there  Is  a  mate¬ 
rial  difference  between  cost  and  value  as 
determined  by  the  Board,  the  auditor  should 
explain  In  a  footnote  the  nature  and  extent 
of  the  difference.  On  publicly  traded  securi¬ 
ties,  the  auditor  should  Indicate  the  ex¬ 
change  on  which  the  security  is  traded  by 
symbol  and  legend. 


J.  Notes  to  financial  statements.  The  aud¬ 
itor  Is  expected  to  provide  explanatory  In¬ 
formation  In  the  form  of  Notes  to  the  Finan¬ 
cial  Statements.  Included  will  be  Informa¬ 
tion  considered  necessary  to  achieve  full 
disclosure.  Examples  are  loans  to  officers, 
directors  or  employees,  and  changes  in  paid- 
in  capital  and  surplus.  In  addition  to  the 
notes  he  considers  necessary,  the  auditor 
should  provide  the  following  Information: 

1.  Significant  accounting  policies.  Ex¬ 
planatory  information  should  be  set  forth 
Identifying  the  Accounting  Policies  that 
have  a  material  bearing  on  the  Licensee’s 
operations;  i.e.,  whether  the  Licensee  Is  a 
40-Act  company,  Income  tax  allocation,  as¬ 
sets  acquired  in  liquidation  and  other  ac¬ 
counting  policies. 

2.  Other  current  assets.  List  the  material 
Items  included  In  Other  Current  Assets. 

3.  Other  assets.  List  the  material  Items  that 

comprise  the  Other  Assets.  , 

4.  Long-term  debt.  The  auditor  of  a  debtor 
Licensee  shall  analyze  In  a  footnote  form  the 
Items  that  comprise  Long-Term  Debt  and 
give  the  repayment  terms  of  each.  When  the 
licensee  has  obtained  the  "third  dollar”  the 
auditor  should  disclose  the  percent  of  Loans 
and  Investments  qualifying  as  venture  cap¬ 
ital  at  the  statement  date  (§  107.202  of  SBA 
rules  and  regulations) . 

5.  Current  maturities  of  long-term  debt. 
The  auditor  should  list  the  amounts  due  on 
Long-Term  Debt  within  one  year  from  the 
Statement  date. 

6.  Other  current  liabilities.  The  auditor 
should  describe  In  a  footnote  the  material 
items  that  comprise  Other  Current  Liabili¬ 
ties. 

7.  Other  liabilities,  ’the  auditor  should  de¬ 
scribe  In  a  footnote  the  material  Items  that 
comprise  Other  Liabilities. 

8.  Contingent  liabilities.  The  auditor 
should  Identify  Contingent  Liabilities  of  the 
Licensee  that  may  exist. 

9.  Unrealized  depreciations.  Unrealized  de¬ 
preciation  is  usually  the  same  amount  as 
specific  provisions  for  losses  or  loans  and 
Investments.  However,  there  may  be  instances 
where  unrealized  depreciation  will  not  be  a 
provision  for  losses.  For  example  where  a 
licensee  has  unrestricted  marketable  securi¬ 
ties,  value  Is  based  on  market  value  rather 
than  fair  value  as  determined  by  the  Board. 
There  may  be  a  temporary  decline  In  the 
market  value  of  such  securities  below  the 
licensee’s  cost  basis.  Although  such  decline  is 
reflected  In  unrealized  depreciation,  the 
licensee  may  not  expect  to  sell  the  securities 
at  the  depreciated  price;  therefore,  no  loss 
would  be  expected. 

When  unrealized  depreciation  is  not  the 
same  as  provision  for  losses,  the  auditor  will 
disclose  either  In  note  form  or  In  a  supple¬ 
mentary  schedule  the  composition  of  un¬ 
realized  depreciation  according  to  lines  1 
through  9  of  the  Statement  of  Financial 
Position. 

10.  Regulatory  capital.  As  a  general  rule, 
capital  for  regulatory  purposes  is  the  total 
paid-in  capital  stock  and  surplus  as  shown 
on  line  44  of  the  Statement  of  Financial 
Position.  An  exception  to  this  general  rule 
occurs  when  the  total  In  line  44  Included 
amounts  resulting  from  non-monetary  trans¬ 
actions  other  than  stock  dividends  and  the 
assets  received  in  such  transactions  have  not 
been  converted  to  cash. 

In  those  instances  where  regulatory  cap¬ 
ital  Is  less  than  the  amount  on  line  44,  the 
items  comprising  the  difference  will  be  dis¬ 
closed  In  a  footnote. 

K.  Financial  statements  illustrated.  The 
following  Illustrative  Financial  Statements 
have  been  prepared  to  show  where  and  how 
various  items  might  be  presented.  Accord¬ 
ingly,  the  Information  contained  on  the  State¬ 
ments  is  Illustrative  only  and  not  Intended  to 
Indicate  relationships  among  accounts. 
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1260  Marine  Plaza,  S.E. 
Washington,  D.C.  20016 


To  the  Stockholders  and  Board  of  Directors 
General  Capital  Company 

We  have  examined  the  statement  of  financial  position  of  General 
Capital  Company  including  the  schedule  of  loans  and.  investments  as 
of  December  31.  19*3  and  the  related  statements  of  operations  realized, 
unrealized  gain  (loss)  on  securities  held,  and  changes  in  financial 
position  for  the  year  then  ended.  Our  examination  was  made  in  accord¬ 
ance  with  generally  accepted  auditing  standards,  and  accordingly 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances.  The 
Company's  investment  securities  were  inspected  by  us  or  confirmed  to 
us  by  the  custodian. 

As  discussed  more  fully  in  Note  2  to  the  financial  statements, 
securities  amounting  to  $5,432,242  (54%  of  the  total  assets)  have  been 
valued  at  fair  value  as  determined  by  the  Board  of  Directors.  We 
have  reviewed  the  procedures  applied  by  the  directors  in  valuing  such 
securities  and  have  inspected  underlying  documentation;  while  in  the 
circumstances  the  procedures  appear  to  be  reasonable  and  the  documentation 
appropriate,  determination  of  fair  value  involves  subjective  judgment 
which  is  not  susceptible  to  substantiation  by  auditing  procedures. 

In  our  opinion,  subject  to  the  possible  effect  on  the  financial 
statements  of  the  valuation  of  securities  determined  by  the  Board 
of  Directors  as  described  in  the  preceding  paragraph,  the  above  statements 
present  fairly  the  financial  position  of  General  Capital  Company  at 
December  31,  19X3,  and  the  results  of  operations,  changes  in  financial 
position  for  the  year  then  ended,  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  basis  consistent  with  that  of  the 
preceding  year. 


April  23,  19X4 
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financial  report 

FOR  FISCAL  YEAR  ENDED  December  31, 

(Amount*  rounded  !o  nearest  dultar ) 

IICCNSC  NO- 

01/01-0001 

name  of  licensee 

General  Capital  Company 

identification  number 

92-0950250 

STREET  ADDRESS.  CITY.  ANO  STATE 

1441  L  Street,  N.W. 

Washington,  D.C. 

2IR  CODE 

20416 

COUNTY 

STATEMENT  OF  FINANCIAL  POSITION 

AS  of  _D.ec, ember..  31.  19X3 _ 


ASSETS 

LOANS  AND  INVESTMENTS: 

Portfolio  Securities 

1.  Loans 

2.  Debt  Securities 

3.  Equity  Interests 

4.  TOTAL 

Assets  Acquired  in  Liquidation  of  Portfolio  Securities 

5.  Receivables  From  Debtors  on  Sale  of  Assets 
Acquired 

6.  Operating  Concerns  Acquired 

7.  Other  Assets  Acquired  (Net  of  Mortgages 

Payable  $  ~ _ ) 

8.  TOTAL 
Other  Securities 

9.  Notes  and  Other  Securities  Received 

10.  Total  Loans  and  Investments 

11.  Less  Current  Maturities 

12.  Loans  and  Investments  Net  of  Current  Maturities 


VALUATION 

COST 

UNREALIZED 

DEPRECIATION 

UNRF  A  LIZ  F.D 
APPKF.CIA  riON 

VALUE 

$1 .215.783. 

1  $  150.000. 

S  ’  9:117. 

SI .070,899. 
2.264,401. 

1  Q1 1 

-2,383.399. 

118.998. 

_ 32J ,  4fl? . 

29  087. 

.  1,946  9Q1 

S3. 920. 584. 

$  298.080. 

SI. 551. 703. 

$5,174  207. 

$  85.000. 

$  12.000. 

$ 

$  73.000. 

—2.75,035 

190.000. 

85.035. 

360,035. 

202.000. 

158,035. 

100.000. 

100.000. 

$i4. 380.619. 

.  $..,snn.Q8n. 

$  1.991  703. 

$5,432,242. 

$£*036,953- 


Investment  in  301(d)  Licensee*  (Note  3) 

13.  Name  Central  Mesbic,  Inc. _ 

License  No.  01/01  "5000 _ 

Current  Assets 

14.  Cash 

15.  Invested  Idle  Funds 

16.  Interest  and  Dividends  Receivable 

17.  Accounts  Receivable 

18.  Less:  Allowance  fot  Losses 

19.  Current  Maturities  of  Portfolio  Securities 

20.  Current  Maturities  of  Assets  Acquired 

21.  Current  Maturities  on  Other  Securities 

22.  Other  Current  Assets  * 


425,000. 


$  _ &M07— 


77,976. 

$ _ 36Q.289. 

_ L5u.QQ(L 

_ 20 .000. 

- 

.4.341.795 


Other  Assets: 

23-  Furniture  &  Equipment 

Less:  Accumulated  Depreciation 

24.  Funds  in  Escrow 

25.  Other  (Note  4)  ' 

26.  TOTAL  ASSETS 


$  14,250. 

-  3.550. 


S  10,700. 
1 .613. 

_ .2.121, 


22,040. 

$9,825,788. 


NOTE:  Column  headings  apply  to  items  1  through  12  only. 

(Cost  -  Unrealized  Depreciation  +  Unrealized  Appreciation  ■  Value) 
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STATEMENT  OF  FINANCIAL  POSITION  (CONTINUED) 
AS  OF  December  II.  1973 _ 


L1ADIL- 1  TIES  &  CAPITAL 

Loop.- Tom  Debt  (Net  of  Cunent  Maturities)*  (Note  5) 

27.  Notes  and  Debentures  Payable  Tn 

ot  Guaranteed  by  SBA  1 3 ?Q 

28.  Notes  and  Debentures  Payable  to  Others  - 


29.  TOTAL 

Curtent  Liabilities 

30.  Accounts  Payable 

31.  Accrued  Interest  Payable 

32.  Accrued  Taxes  Payable 

33.  a.  Current  Maturities  of  Line  27 
b.  Current  Maturities  of  Line  28 

34.  Dividends  Payable 

35.  Other  Current  Liabilities* 


t  10.000- 
m  .146. 
_ 32,3.13. 

$  13.520. 

- : _  _ 13.520. 

165.603. 


36.  TOTAL 
Other  Liabilities 

37.  Trust  Receipts 

38.  Defetred  Credits 

39.  Other  Liabilities* 


...  398.198 

$  196,512. 

232  ,1*00. 

- = -  428  912 


40.  TOTAL  LIABILITIES 
CAPITAL 

41.  Capital  Stock 

42.  Paid-in  Surplus 

43.  Less:  Treasury  Stock,  at  cost 

44.  Paid-in  Capital  Stock  and  Surplus  (Reg.  Capital  $  Same 

45.  3%  Ptefeired  Stock  Issued  to  SBA 

(301  (d)  Licensee’s  only) 

46.  Unrealized  Gain  (Loss)  on  Securities  Held 

47.  Non-Cash  Gain  on  Sale  of  Securities 

48.  Undistributed  Net  Realized  Earnings 


$5^.767 ,4?  n 


$  636,936., 

.1.936.309.  $2-r573-.ft(<5. 


) 


-8,33.223 

$ _ 73,000,. 

_ 572.300. 


49.  TOTAL  CAPITAL  6,05ft ,  ?6ft 

50.  TOTAL  LIABILITIES  &  CAPITAL 

NOTE:  Retained  Earnings  Available  for  Dividend  Declaration  or  Capitalization  In 
Accoidance  With  SBA  Regulations  Computed  As  Follows: 

Undistributed  Net  Realized  Earnings  (Line  48)  $  572.300 

Less:  Provision  for  Losses  on  Loans  and  Investments  *  (Note  7)  —iZ  ULL 

Retained  Earnings  $  ■■  IQ  l .  .I3I'1_ 


STATEMENT  OF  UNDISTRIBUTED  REALIZED  EARNINGS 


DESCRIPTION 

WON-CASH 

GAINS 

UNDISTRIBUTED 
NET  EARNINGS 

TOTAL 

1.  Beginning  Balance 

$. 

6n~nnn. 

S  390.272. 

450.272. 

2.  Additions: 

a.  Net  Investment  Income 

’  $_ 

$  112.400. 

$_ 

112,400. 

b.  Realized  Gain  (Loss)  on  Sale  of  Securities 

73*000. 

175.231. 

248.231 . 

— 

• 

• 

d.  Total  Additions 

73.000. 

287. 631 . 

360.631. 

3.  Adjust:  Collections  of  non-cash  Gain 

(60.0001 

60.000. 

/////// 

4.  Total  (Lines  1,2,3) 

f 

73.000. 

$  737.903. 

$ 

810.003 

5.  Deductions: 

a.  Dividends  -  Cash 

$ 

//////// 

$165,603. 

$ 

165.603, 

b.  Dividends  -  Stock 

//////// 

- 

C.  Dividends  -  in  Kind** 

• 

"77777777" 

- 

- 

d 

- 

- 

■- 

165,603. 

I65.603. 

6.  Ending  Balance 

£ 

'TTTTTTr” 

svi.tfo. 

$aa 

^4^J00^ 

•Provide  in  note  form  the  composition  of  these  items.  Note  to  Item  13  should  include  percent  owned,  cost  basis  and  changes 
resulting  from  equity  method  of  accounting. 

••Name  of  SBC _ ID  No. - - - 

Number  of  shares  being  distributed  _  _ _ _ _ . _ 
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NAME  OF  LICENSEE:  General  Capital  Company 

STATEMENT  OF  OPERATIONS  REALIZED 

FOR  IL  MONTHS  ENDED  December  31 ,  19X3 _ 


INVESTMENT  INCOME 

REVENUE 
From  Portfolio 

1.  Interest  on  Loans  and  Debt  Securities 

2.  Dividend  Income 
From  Services  Provided 

3.  Management  Services 

4.  Application  and  Other  Fees 
'  From  Other  Sources 

5.  Interest  on  Invested  Idle  Funds 

6.  Income  from  Assets  Acquired  in 

Liquidation  of  Loans  and  Investments 
(Net  of  S _ Expenses) 

7.  Other  Income 

8.  TOTAL  REVENUE 

EXPENSES 
Financial  Expenses 

9.  Interest  on  Long-term  Debt 

10.  Commitment  Fees 

11.  Other  Financial  Costs 

12.  Total  Financial  Expenses 
Remuneration  • 

13.  Officer  Salaries 

14.  Employee  Salaries 

15.  Employee  Benefits 

16.  Investment  Advisory  and  Management  Services 

17.  Director’s  and  Stockholder’s  Meetings 


$  440 .112. 

_  9.511.  $  449.623. 

$  15,000. 

**3,000..  58,000. 


$■■  1 88. 3  73 


$ — 33^300, 


5.000. 


193.373. 

$—7-00,99$, 


.221. 


$  334,027. 


$ - 39  ,?34. 

_ 29.614. 

_ 12.030, 


■8.295. 


18.  Total  Remuneration 

Initiating  &  Servicing  Costs 

19.  .Advertising  &.  Promotion 

20.  Appraisal  &  Investigation 

21.  Communication 

22.  '  Legal  Fees 

23.  Travel  Expense 

24.  Total  Initiating  fit  Servicings  Costs 
Fixed  Facilities 

25.  Cost  of  Space  Occupied 

26.  Depreciation  Expense 

27.  Amortization  Expense 

28.  Total  Fixed  Facilities 
Other  Costs 

29.  Audit  and  Examination  Fees 

30.  Insurance  Expense 

31.  Taxes  Expense  (Excluding  Income  Taxes) 

32.  Miscellaneous  Expenses  ■  > 

33.  Total  Other  Costs 

34.  TOTAL  EXPENSES 

35.  NET  INVESTMENT  INCOME  BEFORE  PROVISION  FOR 
INCOME  TAXES 

36.  a.  Provision  for  Income  Taxes 

b.  Less  Deferred  Credit  to  Future  Taxes 

37.  NET  INVESTMENT  INCOME 

REALIZED  GAIN  (LOSS)  ON  SALE  OF  SECURITIES 

38.  Net  Sale  Price: 

a.  Cash 

b.  Non-monetary  Receipts 

39.  Cost  of  Securities  Sold 

40.  Net  Prior  to  Income  Tax  Provision 

41.  Less  Provision  for  Income  Taxes 

42.  NET  REALIZED  GAIN  (LOSS)  ON  SALE  OF  SECURITIES 


jjjJLZ3j- 


$ _ 7,795. 


■1.550. 


JLQ&L 


-2.5jlQ.14_, 


$ _ LJ4i 

_ _ 2_Jl55L 


8.QQ2. 


$  8.922. 

3,182^ 

_ 3 ,595-. — 

• _ 4.263. 

19,969. 


476,185. 


$  112,411. 


$  224,811. 

112,411. 

$  11  2, '*00. 


$1.335.100.  , 

inn  non,  si  inn 
■LMJ29 
$  .331), 971 
_ -92, 74ft 


$  243.231 . 
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PROPOSED  RULES 

LICENSEE:  General  Capital  Company 


STATEMENT  OF  UNREALIZED  GAIN  (LOSS) 
ON  SECURITIES  HELD 


FOR  12 

_  MONTHS  ENDED  _ 

December  31.  19X3 

DESCRIPTION 

Beginning 

Balance 

(1) 

Ending 

Balance 

(2) 

Net 

Change 

(3) 

(2)  -  (1) 

Unrealized  Appreciation: 

• 

1.  Portfolio  Securities 

$  1.507.400 

$1,551,703  $ 

44.303 

2.  Assets  Acquired  in 
Liquidation  of 

Portfolio  Securities 

24,047 

(24,047) 

3.  Other  Securities 

A.  Total 

$  1-S31.447 

_  $  1.551 .703  $ 

20.256 

Unrealized  Depreciation: 

5.  Portfolio  Securities 

$  258.823 

$  298.080 

$  39.257 

6.  Assets  Acquired  in 
Liquidation  of 

Portfolio  Securities 

12.000 

202.000  ■ 

190,000 

7.  Other  Securities 

_ 

8.  Total 

270.823 

500.080 

229.257 

9.  Net  Unrealized 

Appreciation  (Depreciation) 
on  Securities  Held 

$  1,260,62A 

.  $  1.051.623 

$  (209.001) 

10.  Less:  Provision  for  Taxes 

315.156 

212.400 

(102.756) 

11.  Net  Unrealized  Gain  (Loss) 
on  Securities  Held 

$  945.468 

$  839.223 

$  (106,245) 
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NAME  OF  LICENSEE 


General  Capital  Company 


STATEMENT  OF  CHANGE  IN  FINANCIAL  POSITION 
FOR  .  ’2,  MONTHS  ENDED  December  31,  19X3 


SOURCE  OF  FUNDS 

From  Operations  Realized 

1.  Net  Investment  Income  (Loss) 

2.  Add:  Depreciation,  Amortization,  Provision  for  loss  on  Receivables 

3.  TOTAL 

4.  Net  Realized  Gain  (Loss)  on  Sale  of  Securities 

5.  TOTAL 

Decrease  in  Portfolio  Securities 

6.  Repayment  of  Loans  &  Debt  Securities 

7.  Sale  of  Equity  Interests 
Decrease  in  Assets  Acquired: 

8.  Collection  from  Debtors  on  Sale  of  Assets  Acquired 

9.  Sale  of  Assets  Acquired 

10.  Decrease  in  Current  Assets  (Net  of  Cash  and  Invested  Idle  Funds) 

11.  Decrease  in  Other  Assets 
Increase  in  Long-term  Debt: 

12.  Due  to  or  Guaranteed  by  SBA 

13.  Due  to  Others 

14.  Increase  in  Current  Liabilities 

15.  Increase  in  Other  Liabilities 

16.  Sale  of  Licensee’s  Stock 

17.  TOTAL  FUNDS  PROVIDED 
APPLICATION  OF  FUNDS 


Increase  in  Portfolio  Securities 

18.  Loans  and  Debt  Securities 

19.  Equity  Interests 

20.  Increase  in  Assets  Acquired 

21.  Increase  in  Current  Assets  (Net  of  Cash  and  Invested  Idle  Funds) 

22.  Increase  in  Other  Assets 
Decrease  in  Long-term  Debt: 

23.  Due  to  or  Guaranteed  by  SBA 

24.  Due  to  Others 

25.  Decrease  in  Current  Liabilities  (Net  of  Dividends) 

26.  Payment  of  Dividends 

27.  Decrease  in  Other  Liabilities 


$  112.1400. 

_ 1^809. 


34.682. 


69.916. 


$  - 

■6QQ.QQQ 


$  889,000 

4o,66q 


$  _ 9.16Q _ 

6nn  non 


28-.  TOTAL  FUNDS  APPLIED 

29.  Increase  (Decrease)  in  Cash  and  Invested  Idle  Funds  (Line  17  minus  Line  28) 
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% 


$  116.209 

-?*»?, ?31, 

$  _  364.44A 
1 .623,978 

69,916 

_  1 OU  699 


600,000 

110,646 


$2.779.679 


$  929,660 


51 ,655 

6P9.160 

184?711 


$1 ,775,186. 

$1,004,493 
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NAME  OF  LICENSEE 


General  Capital  C 


STATEMENT  OF  COMMITMENTS  &  GUARANTEES 
December  31 >  19X3 


Commitments  Of  Funding 


Universal ,  Inc. 

New  England  Tool  Co. 
Hicro  Space,  Inc. 


$120,000 

200,000 

75,000 


$120,000 

200,000 

75.000 


Guarantees  to  Others: 


Security  National  Bank 

(Patron  Food  Products,  Inc.) 

General  Paper  Co. 

‘(Creditor  of  Mid-South  Printers  Co.) 


150.000  I  $250,000 


Total  Commitments  &  Guarantees 
Outstanding 


$495,000  $150,000 


$645,000 
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NAME  OF  LICENSEE:  General  Capital  Company 

SCHEDULE  OF  INVESTMENTS  IN 
SMALL  BUSINESS  CONCERNS 

As  of  December  31  19X3 

SMALL  BUSINESS  CONCERN  Valuation 


Publicly  Held  SBC's 

Cost (a) 

by  Board 
of  Directors 
(b) 

American  Builders,  Inc. 
Warrants  for  the  purchase 
of  48,391  shares  of 
common  stock  (which  expire 
November  1,  1974)  . 

$  -0- 

$  527,349 

Argo,  Inc. 

9-1/27.  subordinated  note 
with  warrant,  due  1976- 

1981 . 

10,050  shares  common  stock.. 

160,000 

40,100 

100,000 

18,090 

Brentwood  Village 

Warrants  for  the  purchase 
of  4,999  shares  of  common 
stock  (which  expire 

February  14,  1977) . 

1  share  common  stock... . 

-0- 

5 

-0- 

5 

Broad  Areo  Shoe  Co.  (d) 

97.  subordinated  note  with 
warrant,  due  1973-1979.... 

198,276 

198,276 

Charleston  Corporation 

127.  capital  note,  due  1974 
50  shares  common  stock.... 

100,000 

50 

100,000 

50 

The  Chemical  House,  Inc. 
7,875  shares  common  stock. 

.  23,100 

63,000 

Confederate  Telephone  Corp. 
1,200  shares  common  stock. 

.  34,800 

27,900 

Connoisseur  Corporation 
881.760  shares  37. 
non- cumulative  preferred 
stock  ($100  stated  value). 

.  140,739 

640,582 

Hobbs  &  Company  (e) 

127.  secured  note  with 
warrant,  due  1973-1974... 

300,000 

200,000 

Total . 

$  997,070 

$1,935,252 

******** 


Potential 
Equity 
Interest  (c) 

3.897. 

9.037. 

10.007. 

30.007. 

6.257. 

19.487. 

0.004% 

20.487. 

17.557. 
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SMALL  BUSINESS  CONCERN 

Privately  Held  SBC's 

Cost(a) 

Valuation 
by  Board 
of  Directors 
(b) 

Potential 
Equity 
Interest  (c’ 

Indulge,  Inc.  (f) 

127.  corporate  note,  due 
1976 .  $ 

100,000 

-0- 

13.72% 

127.  corporate  note,  due 
1976 . 

50,000 

-0- 

56,247.8  shares  common 
stock . 

172 

-0- 

Lancer  General,  Inc. 

8-3/47.  subordinated  note 
with  warrant,  due 

1977-1986 . 

500,000 

500,000 

5.057. 

Mirage,  Inc. 

107.  chattel  mortgage  note, 
due  1973 . 

511 

574 

33.797. 

10-1/27.  capital  note,  due 
1973-1977 . 

347,299 

347,299 

907.  promissory  note,  due 
1973 . 

37,500 

37,500 

» 

1  share  common  stock.... 

673 

673 

Warrants  for  the  purchase 
of  72.5  shares  of  common 
stock . 

-0-  . 

199,522 

Patron  Food  Products,  Inc. 
8-1/27.  subordinated  note, 
due  1973 . 

27,169 

..8,618 

85.037. 

127.  subordinated  note, 
due  1973-1975 . 

138,460 

138,460 

9-1/47.  capital  note,  due 
1973-1976 . 

296,400 

300,000 

60,620  shares  common  stock.. 

81,011 

340,988 

Richfields  &  Son,  Inc. 

Warrants  for  the  purchase 
of  1,895  shares  each  of 
Class  "A"  common  stock 
(which  expire  June  17, 

1980 . 

-0- 

20,000 

13.727. 

Standard  Corporation 

107.  capital  note  with 
warrant,  due  1973-1978.. 

233,156 

214,158 

15.197. 

107.  promissory  note,  due 
1973 . 

25,000 

25,000 

5,000  shares  common  stock, 
# 

50 

50 
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PROPOSED  RULES 


i 


SMALL  BUSINESS  CONCERN 

Valuation 
by  Board 
of  Directors 

Privately  Held  SBC's  (cont. ) 

Cost (a) 

_ £!>} _ 

United  Company 

9%  subordinated  note  with 

warrant,  due  1975-1982....  300,000  300,000 


10  shares  common  stock . 

163 

*  163 

Universal,  Inc. 

9-3/4%  secured  promissory 
note,  due  1978 . 

180,000 

180,000 

Williams  Packing  Co.  Inc. 

11%  first  mortgage  note  with 
warrant,  due  1976-1985.... 

500,000 

500,000 

Thrashing  Electronics,  Inc. 

10%  capital  note  with  warrant, 

due  1973 .  14,800 

14,800 

15%  promissory  note,  due 
1973-1976 . 

90,612 

90,612 

1  share  common  stock...... 

41 

41 

Total . 

$  2,923,514 

*  4 

3.238,955 

Total  -  Portfolio  Securities 

$  3,920,584 

JL 

5,174,207 

*  * 

Assets  Acquired  in  Liquidation 
of  Portfolio  Securities 

Mid  South  Printers  Co.  (g) 
11-1/27.  promissory  note, 
due  1975 . 

*  *  *  *  * 

$  15,000 

$ 

15,000 

11-1/2%  capital  note  with 
warrant,  due  1973-1980.... 

260,000 

70,000 

4  shares  common  stock . 

35 

35 

Amounts  Due  From  Debtors.... 

85,000 

73,000 

Total  Assets  Acquired..... 

$  360,035 

_  $ 

158.035 

Other  Securities 

Gemmi  General,  Inc. 

10,000  shares  common  stock.. 

$  100,000 

$ 

100,000 

Total  Loans  and  Investments 

$  4,380.619 

_  $ 

5,432.242. 

Potential 
Equity 
Interest  (c) 

15.39% 

3.20% 

17.16% 

33.35% 


100.0% 

10.0% 
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NOTES  TO  SCHEDULE 
OF 

LOANS  &  INVESTMENTS 
AT  DECEMBER  31,  19X3 


(a)  "Cost"  Is  the  amount  of  securities  less  unearned  discounts, 
fees,  etc. 

(b)  Valuation  practices  are  summarized  In  note  2  of  "notes 
to  Financial  Statements". 

(c)  The  equity  percentage  shown  represents  the  percent  of  shares 
owned  or  optioned  to  General  Capital,  Co.  based  on  the  number 
of  shares  outstanding  at  December  31,  19X3.  The  exercise 

of  options  Issued  to  third  parties  by  certain  small  business 
concerns  may  reduce  this  percentage  of  present  or  potential 
equity . 

(d)  The  interest  rate  on  the  notes  varies  depending  upon  the  local 
bank  rate  as  determined  at  annual  intervals;  the  rate  at 
December  31,  19X3  was  9%. 

(e)  Hobbs  &  Company,  which  has  filed  a  petition  for  reorganization 
under  Chapter  XI  of  the  Bankruptcy  Act,  is  in  default  on 
required  interest  and  principal  payments  and  in  violation 

of  net  worth  and  working  capital  provisions  of  their  loan 
agreement.  At  March  31,  19X3  the  Company  held  $189,976 
of  cash  as  collateral  for  the  account  of  Hobbs  &  Company. 

(f)  The  notes  are  subordinated  to  other  debt  of  Indulge,  Inc. 
Principal  repayments  will  begin  when  such  other  debt  has  been 
retired  if  before  July  30,  1976,  when  the  notes  by  their  terms 
become  due.  or  will  be  payable  in  full  at  any  time  after 

July  30,  1976  upon  payment  of  said  other  debt.  Also  see 
Note  6  of  "Notes  to  Financial  Statements." 

(g)  Mid-South  Printers  Company,  which  is  in  liquidation,  is  in 
default  on  required  interest  and  principal  payments.  Several 
other  concerns  in  which  the  Company  has  investments  have 
defaulted  under  certain  loan  covenants.  These  defaults 

are  not  considered  significant  by  the  Company. 


FEDERAL  REGISTER,  VOL  39,  NO.  107 — MONDAY,  JUNE  3,  1974 


19684 


PROPOSED  RULES 


GENERAL  CAPITAL  CO. 

NOTES  TO  FINANCIAL  STATEMENTS 
DECEMBER  31,  19X3 

Note  1  -  Significant  Accounting  Policies 

The  following  is  a  summary  of  significant  accounting  policies 
applied  by  the  Company  in  the  preparation  of  its  financial  statements. 
The  policies  are  in  conformity  with  generally  accepted  accounting 
principles  for  investment  companies. 

Change  in  accounting  for  investments  -  In  accordance  with 
recommendations  included  in  the  American  Institute  of  Certified  Public 
Accountants'  recently  published  investment  company  industry  audit 
guide,  the  Company  has  changed  its  method  of  accounting  for  investments. 
In  prior  years,  investments  were  stated  at  cost  less  a  reserve  for 
unrealized  decline  in  value  of  specific  securities.  In  connection 
with  the  change,  investments  are  stated  at  fair  value  as  determined 
by  the  Directors  (see  Note  2)  and  the  net  unrealized  gain  or  loss  on 
securities,  less  a  provision  for  deferred  income  taxes,  is  included  in 
stockholders'  equity.  Prior  year's  financial  statements  have  been 
restated  to  give  retroactive  effect  to  this  change. 

Investment  valuation  -  Reference  is  made  to  the  schedule 
Loans  and  Investments  for  a  listing  of  the  Company's  investments 
and  to  Note  2  for  information  concerning  the  Board  of  Directors' 
valuation  procedures. 

Recognition  of  interest  income  -  It  is  the  Company's  policy 
to  record  interest  on  loans  and  debt  securities  only  to  the  extent 
that  management  and  the  Board  of  Directors  anticipate  such  amounts 
may  be  collected.  A  reserve  for  losses  is  established  to  the  extent 
there  is  doubt  as  to  collectibility  of  amounts  recorded  in  prior 
years. 

Gains  or  losses  on  securities  -  Cost  of  securities  sold  ' 
is  reported  on  the  average  cost  basis.  Amounts  reported  as  realized 
gains  and  losses  are  measured  by  the  difference  between  the  proceeds 
of  sale  and  the  cost  basis  of  the  investment  without  regard,  to  un¬ 
realized  gain  or  loss  reported  in  prior  years. 

No  gain  is  recognized  on  the  exchange  of  one  investment 
security  for  another,  or  on  the  exchange  of  an  equity  or  debt  invest¬ 
ment  for  other  tangible  or  intangible  assets,  regardless  of  the 
federal  Income  tax  treatment  of  the  exchange. 

Recognition  of  dividend  income  -  The  Company  records 
dividends  and  other  distributions  from  investee  companies  on  the 
date  dividends  are  received.  Distributions  by  companies  without 
accumulated  earnings  are  recorded  as  a  return  of  capital  regardless  of 
the  federal  income  tax  treatment  of  the  distribution. 

Income  taxes  -  In  the  calculation  of  a  provision  for  federal 
income  taxes,  realized  net  operating  losses  and  capital  loss 
carryforwards  are  applied  against  unrealized  gains.  It  should  be 
recognized  that  under  such  procedures  it  may  be  necessary  to  provide 
additional  income  taxes  in  a  future  year  if  unrealized  gains  are 
not  realized  within  the  carryforward  period  of  such  losses,  which 
under  Internal  Revenue  Service  regulations  is  limited  to  five  years. 
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Note.  2  -  Board  of  Directors'  Valuation  of  Loans  and  Investments 

Loans  and  Investments  were  valued  at  $5,432,242  at  December 
31,  19X3,  of  which  $lr935,252  has  been  based  on  market  value  and 
$3,496,990  has  been  based  on  a  good  faith  determination  by  the 
Board-  of  Directors.  The  values  assigned  to  the  investments 
are  considered  to  be  the  amounts  which  could  be  realized  from  an 
orderly  sale  or  other  disposition  of  the  investments  over  a 
reasonable  period  of  time. 

In  making  its  valuations,  the  Board  of  Directors  also  took 
into  account  the  cost  of  the  investments  to  the  Company,  developments 
since  the  acquisition  of  the  investments,  the  quoted  prices  of 
securities  that  are  publicly  traded  and  other  factors  pertinent  to 
the  valuation  of  investments  generally.  There  is  no  public  market 
for  most  of  the  investments;  the  markets  for  other  investments  are 
not  wide.  The  Board  is  making  its  evaluation  has  in  many  .instances, 
relied  on  financial  data  of  investees  and  on  estimates  by  the 
managements  of  the  Company  and  of  the  investee  companies  as  to  the 
effect  of  future  developments.  In  certain  cases  the  Board  relied 
on  independent  appraisals  of  certain  investments.  The  Board  has 
reviewed  such  documentation  as  is  available. 

The  Company  has  acquired  most  of  the  securities  by  direct 
purchase  from  the  issuer  under  investment  representation,  and  the 
Board  of  Directors  has  valued  the  securities  on  the  premise  that 
they  may  not  be  sold  without  registration  under  the  Securities  Act 
of  1933.  Except  in  the  case  of  the  purchase  of  shares  pursuant  to 
rights  offerings,  the  Company  has  not  purchased  any  securities  at 
a  price  less  than  quoted  market  prices.  The  price  of  securities 
purchases  by  the  Company  from  the  issuer  has  been  determined  by 
direct  negotiation  between  the  Company  and  the  issuer.  In  cases 
where  registration  may  be  required  to  dispose  of  an  investment, 
the  Company  has  a  right  to  request  at  least  one  registration  at 
the  issuer's  expense. 

3.  Investment  in  301(d)  Licensee. 

The  Company  acquired  a  207.  interest  in  Central  Mesbic,  Inc. 
on  January  1,  19X9  for  $400,000.  The  investment  is  carried  and 
reported  on  the  equity  method  of  accounting. 

4.  Other  Assets. 

Cash  Surrender  Value  of 
Life  Insurance 

Miscellaneous 


Total 


5.  Long-Term  Debt 

The  long-term  debt  (exclusive  of  current  maturities)  owed  to  the 
Small  Business  Administration  at  March  31,  19X3  consists  of  the 
following: 

5-1/2%  Note  Payable,  payable  in  five  annual  instal¬ 
ments  of  $30,000  each  beginning  July  23,  1976 .  $  150,000 

57.  Subordinated  Debenture,  payable  in  semi-annual 
instalments  of  $2,400  each  concluding  May  27,  1974, 
nine  semi-annual  instalments  of  $4,800  each  be¬ 
ginning  November  27,  1974,  and  $74,800  on 

May  27,  1979 .  120,400 


$  7,200 
_L£27 

$  9.727 
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5%  Subordinated  Debenture,  payable  in  semi¬ 
annual  instalments  of  $4,360  each  concluding 
September  18,  1977,  eight  semi-annual  Instalments 
of  $10,675  each  beginning  March  18,  1978,  and 

$129,000  on  September  18,  1982 . .  244,920 

51  Subordinated  Debenture,  payable  in  ten  semi¬ 
annual  instalments  of  $5,000  each  beginning 
December  15,  1974,  eight  semi-annual  instal¬ 
ments  of  $12,500  each  beginning  December  15, 


1979,  and  $150,000  on  June  15,  1984 . ...  300,000 

5-3/4%  Subordinated  Debentures,  payable  August  29,  1978...  625,000 

7%  Subordinated  Debenture,  payable  May  26,  '1980 .  1,000,000 

7-3/8%  Subordinated  Debentures,  payable  May  1,  1981 .  2.500.000 

Total .  $4.940.320 


Although  the  Note  Payable  is  unsecured,  the  Company  man  not  pledge, 
assign  or  otherwise  encumber  any  investments  without  prior  written 
approval  of  the  Small  Business  Administration. 

6.  Contingent  Liability 

The  Company  has  been  advised  by  its  legal  counsel  that  it  may  have 
a  substantial  contingent  liability  in  connection  with  the  registration 
with  the  Securities  and  Exchange  Commission  and  offer  of  sale  to  the 
public  in  July  1972  by  Indulge,  Inc.  of  100,000  shares  of  its  common 
stock,  which,  it  is  understood,  is  presently  under  investigation  by 
the  Commission.  The  Company  owns  56,247.8  of  the  approximately  410,000 
outstanding  shares  of  Indulge  and  $150,000  principal  amount  of  12% 
subordinated  notes  of  Indulge.  These  securities  were  acquired  in  1970 
and  1971.  An  officer  of  the  Company  was  a  director  of  Indulge  from 
1971  through  January  22,  1973. 

7.  Unrealized  Depreciation 


Of  unrealized  depreciation  totaling  $500,080  as  of  December  31, 
$471,170  was  provision  for  losses  and  $28,910  was  temporary  market 
decline  as  sumnarized  below: 


Description 


Provision 
for  Losses 


Temporary 
Market  Decline 


19X3, 


Total 


Portfolio  Securities: 
Loans 

Debt  Securities 
Equity  Interests 
Total 


150,000 

118,998 

172 

269.170 


28.910 

28.910 


150,000 

118,998 

29.082 

298.080 


Assets  Acquired: 
Receivables  from 
Debtors 

Operating  concerns 
Acquired 

Total 

Unrealized  Depreciation 


12,000 

190.000 

202,000 

471.170 


-  12,000 

-  190.000 

-  202,000 

28.910  500.080 


8.  Pension  plan 


Pension  benefits  are  being  provided  through  the  purchase  of 
individual  insurance  policies  for  the  benefit  of  eligible  employees.  The 
costs  of  such  policies  for  19X3  were  $7,376.  There  is  no  past  service 
cost  under  the  plan. 
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XII.  Independent  Accountant's  Report 

A.  Report  format.  The  Independent  Ac¬ 
countant's  Report  will  be  a  “Short-Form  Re¬ 
port”  as  set  forth  In  Section  600  of  the  State¬ 
ment  on  Auditing  Standards  Issued  by  the 
American  Institute  of  Certified  Public  Ac¬ 
countants.  (See  illustration)  The  financial 
statements  that  constitute  Part  I  of  the  Fi¬ 
nancial  Report.  SBA  Form  468,  and  will  ac¬ 
company  the  auditor’s  report  as  well  as  foot¬ 
notes  the  auditor  considers  necessary. 

The  Accountant’s  Report  shall  be  dated, 
signed,  and  will  Indicate  city  and  state  where 
Issued.  It  should  also  Identify  without  de¬ 
tailed  enumeration  the  financial  statements 
covered  by  the  report. 

B.  Accountant’s  opinion.  The  accountant’s 
examination  should  be  directed  toward  the 
expression  of  an  opinion  as  to  whether  the 
statement  contained  in  the  Financial  Report, 
Part  I,  SBA  Form  468  present  fairly  the  fi¬ 
nancial  position  of  the  licensee  as  of  the  ex¬ 
amination  date  and  the  results  of  Its  opera¬ 
tions  and  changes  in  financial  position  for 
the  period  then  ended  In  conformity  with 
generally  accepted  accounting  principles  ap¬ 
plied  on  a  basis  consistent  with  that  of  the 
preceding  year. 

Results  of  operations  of  a  licensee  as  ex¬ 
pressed  In  the  auditor's  opinion  of  necessity 
must  Include  both  realized  activities  re¬ 
ported  In  the  Statement  of  Operations  Re¬ 
alized  and  changes  In  unrealized  activities 
as  reported  In  the  Statement  of  Unrealized 
Gain  (Loss)  on  Securities  Held.  The  purpose 
for  the  two  statements  as  previously  ex¬ 
plained,  Is  to  measure  separately  realized  ac¬ 
tivities  and  unrealized  activities.  Another 
purpose  for  the  two  statements  Is  that  the 
unrealized  activities  result  from  good  faith 
valuations  of  loans  and  Investments  by  the 
licensee's  Board  of  Directors  rather  than 
completed  transactions  which  Is  the  basis  for 
realized  activities. 

The  accountant  should,  when  possible, 
render  an  unqualified  opinion,  or  an  opinion 
whose  qualification  Is  related  to  the  valua¬ 
tion  of  securities  determined  by  the  Board  of 
Directors.  Such  a  qualification  is  a  usual 
opinion  for  an  investment  company. 

When  the  accountant  finds  It  necessary  to 
otherwise  qualify  or  to  disclaim  an  opinion, 
then  he  should  cite,  when  applicable,  the 
specific  loans,  Investments,  or  other  Items 
causing  such  qualification  or  disclaimer  and 
the  reason  for  such  qualification  or  dis¬ 
claimer. 

The  accountant  Is  not  required  to  extend 
his  opinion  to  Include  the  information  con¬ 
tained  In  Part  n  of  the  Annual  Report.  He 
should,  however,  satisfy  himself  that  the  In¬ 
formation  reported  thereon  is  consistent  with 
the  statements  upon  which  he  Is  expressing 
an  opinion. 

C.  Accountant’s  report  illustrated.  The  fol¬ 
lowing  sample  Independent  accountant’s 
Short-Form  Report  Is  Intended  to  Illustrate 
pertinent  matters  discussed  In  this  Guide 
Including  matters  that  involve  valuation  of 
securities.  It  Is  not  all  Inclusive,  nor  Is  it  In¬ 
tended  to  cover  all  of  the  different  situations 
that  may  arise  In  practice. 

Potter  &  Potter, 

Certified  Public  Accountants, 

1260  Marine  Plaza  SE., 
Washington,  D.C.  20016. 

To  the  Stockholders  and  Board  of  Directors, 
General  Capital  Company. 

We  have  examined  the  statement  of  finan¬ 
cial  position  of  General  Capital  Company  In¬ 
cluding  the  schedule  of  loans  and  Invest¬ 
ments  as  of  December  31,  10X3  and  the  re¬ 
lated  statements  of  operations  realized,  un¬ 
realized  gain  (loss)  on  securities  held,  and 
changes  In  financial  position  for  the  year 
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then  ended.  Our  examination  was  made  In 
accordance  with  generally  accepted  auditing 
standards,  and  accordingly  Included  such 
tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered 
necessary  In  the  circumstances.  The  Com¬ 
pany’s  Investment  securities  were  Inspected 
by  us  or  confirmed  to  us  by  the  custodian. 

As  discussed  more  fully  In  Note  2  to  the 
financial  statements,  securities  amounting  to 
$5,432,242  (  64  percent  of  the  total  assets) 
have  been  valued  at  fair  value  as  determined 
by  the  Board  of  Directors.  We  have  reviewed 
the  procedures  applied  by  the  directors  In 
valuing  such  securities  and  have  inspected 
underlying  documentation;  while  in  the  cir¬ 
cumstances  the  procedures  appear  to  be 
reasonable  and  the  documentation  appropri¬ 
ate,  determination  of  fair  value  Involves 
subjective  Judgment  which  Is  not  susceptible 
to  substantiation  by  auditing  procedures. 

In  our  opinion,  subject  to  the  possible  ef¬ 
fect  on  the  financial  statements  of  the  valua¬ 
tion  of  securities  determined  by  the  Board 
of  Directors  as  described  In  the  preceding 
paragraph,  the  above  statements  present  fair¬ 
ly  the  financial  position  of  General  Capital 
Company  at  December  31,  19X3,  and  the  re¬ 
sults  of  operations,  changes  In  financial  posi¬ 
tion  for  the  year  then  ended,  in  conformity 
with  generally  accepted  accounting  princi¬ 
ples  applied  on  a  basis  consistent  with  that 
of  the  preceding  year. 

Potter  &  Potter. 

April  23,  1974. 

XIII.  The  Accountant’s  Work  Papers 

As  a  normal  practice,  the  SBA  Examiners 
review  the  accountant’s  work  papers  In  de¬ 
termining  the  scope  of  the  SBA  compliance 
examination.  Therefore,  the  agreement  be¬ 
tween  the  Licensee  and  the  accountant 
whereby  the  accountant  Is  engaged  to  per¬ 
form  the  audit  (financial  examination) 
should  provide  that  the  accountant's  work 
papers  will  be  made  available  for  review  upon 
request  from  the  SBA. 

XIV.  Glossary 

Certain  terms  are  defined  below  to  assist 
the  reader  of  the  Guide.  Other  terms  are  de¬ 
fined  In  {  107.3  of  the  SBA  rules  and  regula¬ 
tions  or  In  the  glossary  to  the  AICPA  Audit 
Guide. 

Assets  acquired  in  liquidation  of  portfolio 
securities.  Are  those  securities  or  assets 
acquired  by  the  licensee  through  foreclosure 
or  other  action  taken  to  protect  its  Invest¬ 
ment. 

Current  maturities.  Are  the  amounts  rea¬ 
sonably  expected  to  be  collected  (if  assets) 
or  paid  (if  liabilities)  during  the  following 
year. 

Cost  of  securities.  The  amount  paid  for 
securities  including  closing  cost  but  net  of 
unearned  discounts,  fees,  etc. 

Distribution.  Any  payment  to  stockholders 
of  cash,  property  or  shares,  Including  any 
form  of  dividend. 

Equity  interest  of  SBC.  Is  a  primary  group¬ 
ing  of  portfolio  securities  and  Includes  (a) 
stock  of  SBC,  (b)  warrants,  options  or  other 
stock  rights  and  (c)  equity  interest  of  un¬ 
incorporated  concerns. 

Equity  method  of  accounting.  A  method  of 
accounting  for  Investments  in  common  stock 
whereby  the  investment  account  Is  Increased 
(or  decreased)  to  reflect  the  Investor’s  pro¬ 
portionate  share  of  an  Investee’s  current 
earnings  (or  losses)  regardless  of  whether 
earnings  are  paid  out  as  dividends.  Divi¬ 
dends,  when  paid,  are  a  reduction  of  the 
carrying  value  of  the  Investment. 

Fair  value.  Value  determined  by  the  Li¬ 
censee’s  Board  of  Directors  for  securities 
where  no  market  quotations  are  readily 
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available  or  where  the  securities  contain 
restrictions. 

Interest  subsidy.  A  term  used  In  section 
317  of  the  Small  Business  Investment  Act 
to  describe  the  3  percent  deferment  of  In¬ 
terest  on  301(d)  licensee  leverage  funds. 

Loans  and  investments.  Are  the  securities 
held  by  the  licensee  for  Investment  (exclud¬ 
ing  invested  idle  funds)  and  Includes  port¬ 
folio  securities,  assets  acquired  In  liquida¬ 
tion  of  portfolio  securities  and  other  securi¬ 
ties. 

Net  investment  income.  Income  from  In¬ 
terest  and  dividends  on  the  licensee’s  loans 
and  Investments,  and  all  other  realized  In¬ 
come  except  realized  gain  (loss)  from  security 
transactions,  less  operating  expenses. 

Net  sales  price.  Sale  price  of  securities  less 
cost  of  selling  such  securities;  l.e.,  commis¬ 
sion,  transfer  tax,  etc. 

N on-monetary  receipts.  Proceeds  from  a 
securities  transaction  that  are  other  than 
cash. 

Non-cash  gain  on  securities  sold.  The 
amount  of  gain  realized  on  the  sale  of 
securities  to  the  extent  that  the  net  sales 
price  Is  other  than  cash. 

N  on-monetary  transactions.  Includes 
either  reciprocal  or  nonreciprocal  transac¬ 
tions  not  involving  cash. 

Other  securities.  Are  securities  held  by  the 
licensee  that  are  not  classified  as  portfolio 
securities  or  assets  acquired. 

Portfolio  securities.  Are  securities  resulting 
from  financings  made  to  small  business  con¬ 
cerns  and  Include  loans,  debt  securities  and 
equity  Interests. 

Securities.  Include  loans  and  Investments 
as  well  as  Invested  idle  funds. 

Undistributed  realized  earnings.  The  cum¬ 
ulative  balance  of  period  net  Investment 
income  Including  realized  gain  (loss)  on 
securities  sold  net  of  dividend  distribution. 

Undistributed  net  realized  earnings.  The 
amount  of  undistributed  realized  earnings 
net  of  non-cash  gains  on  securities  sold. 

Unrealized  appreciation.  The  amount  by 
which  the  value  of  loans  and  investments 
exceeds  cost. 

Unrealized  depreciation.  The  amount  by 
which  the  value  of  loans  and  investments 
are  less  than  cost. 

Unrealized  gain  (loss)  on  securities  held. 
The  gain  (loss)  on  securities  held  that  would 
have  been  realized  after  taxes  had  such  se¬ 
curities  been  sold  In  the  normal  course  of 
business. 

E.  Summary  of  portfolio — schedule  A.  This 
schedule  Is  a  summary  of  the  licensee’s  port¬ 
folio  by  type  of  security  and  showing  three 
separate  measurements  as  follows:  The  ac¬ 
tivity  within  the  portfolio  during  the  period 
on  a  cost  basis;  the  portfolio  at  Lower  of  cost 
or  market  at  the  statement  date;  and  the 
portfolio  at  value  at  the  statement  date. 

The  amounts  shown  on  this  schedule  are 
the  totals  of  schedules  1  through  5. 

1.  Activity  vHthin  the  portfolio  Is  to  be 
shown  net  of  unearned  discounts  and  fees. 
Such  activity  is  measured  according  to  cash 
and  non-cash  additions,  cash  and  non-cash 
deductions.  The  balance  at  the  beginning 
of  the  period  Is  adjusted  by  the  net  Increase 
(decrease)  during  the  period  and  thereby 
resulting  In  the  balance  at  the  end  of  the 
period. 

2.  Portfolio  at  lower  of  cost  or  market  Is 
determined  by  reducing  the  balances  of  types 
of  securities  at  the  end  of  the  period  carried 
on  cost  basis  by  the  unrealized  depreciation 
In  the  portfolio. 

3.  Portfolio  at  value  Is  determined  by  In¬ 
creasing  the  balances  of  types  of  securities 
reflected  on  the  lower  of  cost  or  market  basis 
by  the  amount  of  unrealized  appreciation  In 
the  portfolio. 

The  following  schedule  shows  how  the 
amounts  are  obtained. 
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1.  Schedule  1 — Loans.  This  schedule  will 
Include  loins  held,  made,  or  otherwise  ob¬ 
tained,  as  well  as  loans  disposed  of  by  the 
oompany  during  the  period.  Such  data  shall 
be  reported  as  Indicated  by  the  column  head¬ 
ing.  The  reporting  company’s  portion  of  par¬ 
ticipation  in  loans  shall  be  Included. 

List  each  loan  by  employer  Identification 
number  ;  owner  group  code  number  designat¬ 
ing  the  group  classification  of  the  principal 
ownership  of  the  small  business  concern  as 
follows:  (0)  Negroes;  (1)  Puerto  Ricans;  (3) 
American  Indians;  (3)  Spanish  Americans; 
(4)  Aslans  (Japanese,  Chinese,  Koreans,  Fil¬ 
ipinos);  (5)  Eskimos  and  Aleuts;  (6)  Un¬ 
determined  and  (T)  Others — Including 
whites;  financing  number;  Interest  rate; 
Standard  Industrial  Classification  code; 
name  of  financed  small  business  concern, 
together  with  street  address,  city.  State,  zip 
code,  and  county  In  which  located;  date  and 
maturity  date;  principal  balance  at  begin¬ 
ning  of  period;  cash  additions  during  period; 
noncash  additions  during  period  (Include  re¬ 
financing);  cash  deductions  during  period; 
noncash  deductions  during  period;  and  prin¬ 
cipal  balance  at  cloee  of  period.  The  total  In 
columns  4  through  10  shall  be  entered  in  col- 


PROPOSEO  RULES 

umn  1  of  the  Summary  of  Portfolio,  Sched¬ 
ule  A. 

As  indicated  by  the  footnote  on  the  sched¬ 
ule  1,  the  beginning  balances  as  well  as  addi¬ 
tions  during  the  period  are  to  be  net  of  un¬ 
earned  discounts,  fees,  etc. 

An  explanatory  notation  or  footnote  shall 
be  entered  In  the  schedule  with  respect  to 
any  loan  (or  any  Interest  therein)  obtained 
from  another  Licensee.  A  similar  explanatory 
notation  or  footnote  Is  to  be  entered  for  each 
non-cash  addition  or  deduction  during  the 
period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  all  loan  financings  on 
the  last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  identifi¬ 
cation  number  of  each  listed  small  business 
concern;  If  a  concern  does  not  have  such 
number.  Insert  the  appropriate  owner  group 
code  number.  In  parentheses,  following  the 
employer  Identification  number  of  each  small 
business  concern. 

Enter  for  each  listed  small  business  con¬ 
cern  the  four-digit  Standard  Industrial 
Classification  Code  of  the  principal  Industry 
In  which  the  concern  Is  engaged;  refer  to  the 


19689 

SIC  Manual  Issued  by  the  Office  of  Manage¬ 
ment  and  Budget. 

If  the  Licensee  has  had  more  than  one  fi¬ 
nancing  In  the  same  category  outstanding 
to  the  same  small  business  concern,  each 
such  similar  financing  should  be  assigned  a 
financing  number  (1-3-3,  etc.)  for  identifi¬ 
cation  purposes,  and  this  number  should  be 
shown  in  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  in  relation  to  the 
same  financing.  A  number  once  assigned  to 
a  specific  financing  of  a  small  business  con¬ 
cern  should  never  be  reassigned  to  another 
financing  in  the  same  category  to  the  same 
concern. 

In  column  (9)  identify  each  item  “pledged” 
or  “earmarked”  by  letter  (P)  or  letter  (E)„ 
as  appropriate.  Also,  identify  by  the  letter 
(V)  each  Item  qualifying  under  the  regula¬ 
tions  as  venture  capital  and  by  the  letters 
(SP)  each  Item  qualifying  under  the  regu¬ 
lations  as  special  discretionary  portfolio. 
Show  the  total  of  all  venture  capital  amounts 
on  the  last  sheet  of  this  schedule  Imme¬ 
diately  under  the  “Totals”  line  at  the  foot  of 
column  (9) .  Show  the  total  of  all  special  dis¬ 
cretionary  portfolio  amounts  on  the  last 
sheet  of  this  schedule  immediately  under  the 
"Total  venture  capital”. 
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3.  Schedule  2 — Debit  securities.  This 
schedule  will  Include  debt  securities  ( 1 107.- 
303(b)  (3))  held  or  acquired  during  the  pe¬ 
riod  as  well  as  those  converted,  or  disposed  of 
during  the  period.  Such  data  shall  be  re¬ 
ported  as  indicated  by  the  column  headings. 
The  reporting  company’s  portion  of  partici¬ 
pation  in  debt  securities  shall  be  Included. 

List  each  debt  security  by  employer  Identi¬ 
fication  number;  owner  group  code  number 
designating  the  group  classification  of  the 
principal  ownership  of  the  small  business 
concern  as  follows:  (0)  Negroes;  (1)  Puerto 
Ricans;  (2)  American  Indians;  (3)  Spanish 
Americans;  (4)  Aslans  (Japanese,  Chinese, 
Koreans,  Filipinos) ;  (6)  Eskimos  and  Aleuts; 
(6)  Undetermined  and  (7)  Others — Includ¬ 
ing  whites;  financing  number;  interest  rate; 
Standard  Industrial  Classification  code;  name 
of  financed  small  business  concern,  together 
with  street  address,  city,  State,  zip  code,  and 
county  In  which  located;  date  and  maturity 
date;  principal  balance  at  beginning  of  pe¬ 
riod;  cash  additions  or  deductions  during 
period;  noncash  addition  or  deductions  dur¬ 
ing  period;  and  principal  balance  at  close 
of  period,  and  fair  value  of  debt  securities  as 
determined  by  the  licensee’s  board  of  direc¬ 
tors  In  good  faith.  The  total  of  columns  4 
through  10  are  to  be  entered  In  column  2  of 
the  Summary  of  Portfolio,  Schedule  A. 

As  Indicated  by  a  note  on  this  schedule,  the 
beginning  balances  as  well  as  non-cash  addi¬ 
tions  during  the  period  are  to  be  net  of  un¬ 
earned  discounts,  fees,  etc. 

Show  in  column  (11)  opposite  each  debt 
security  financing  the  percentage  of  the  fi¬ 


nanced  small  business  concern's  voting  se¬ 
curities  which  has  been  and/or  can  be  Ob¬ 
tained  by  the  Licensee  through  exercise  of 
conversion  privileges  and/or  stock  purchase 
warrants  or  options  received  In  connection 
with  the  specific  financing.  This  percentage 
shall  be  computed  without  giving  considera¬ 
tion  to  the  possibility  of  simultaneous  exer¬ 
cise  of  stock  rights  by  other  Investment  In¬ 
terests.  Whenever  a  Licensee  considers  It 
important  to  disclose  that  its  percentage  of 
actual  and  potential  ownership  is  affected  by 
the  probable  action  of  others  In  exercising 
their  stock  rights,  a  footnote  should  be  ap¬ 
pended  to  the  percentage  figure  arrived  at 
by  consideration  of  only  the  Licensee’s  action. 
In  such  footnote  the  percentage  of  actual 
and  potential  ownership  giving  consideration 
to  the  probable  action  of  others  should  be  set 
forth,  together  with  an  explanation  includ¬ 
ing  the  names  of  the  other  Investors  who  are 
likely  to  exercise  their  rights,  the  percentages 
of  actual  and  potential  ownership  they  hold, 
and  the  general  terms  of  their  stock  rights. 

An  explanatory  notation  or  footnote  shall 
be  entered  In  the  schedule  with  respect  to 
any  debt  security  (or  any  Interest  therein) 
obtained  from  another  Licensee.  A  similar  ex¬ 
planatory  notation  or  footnote  Is  to  be  en¬ 
tered  for  each  non-cash  addition  or  deduc¬ 
tion  during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  all  debt  security  fi¬ 
nancings  on  the  last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  identi¬ 
fication  number  of  each  listed  small  business 
concern. 


Insert  the  appropriate  owner  group  code 
number,  in  parentheses,  following  employer 
identification  number  of  each  small  business 
concern. 

Enter  for  each  listed  small  business  con¬ 
cern  the  four-digit  Standard  Industrial 
Classification  Code  of  the  principal  Industry 
in  which  the  concern  Is  engaged;  refer  to  the 
SIC  Manual  Issued  by  the  Office  of  Manage¬ 
ment  and  Budget. 

If  the  Licensee  has  had  more  than  one  fi¬ 
nancing  in  the  same  category  outstanding 
to  the  same  small  business  concern,  each 
such  similar  financing  should  be  assigned  a 
financing  number  (1-2-3,  etc.)  for  Identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  In  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  in  relation  to  the 
same  financing.  A  number  once  assigned  to  a 
specific  financing  of  a  small  business  concern 
should  never  be  reassigned  to  another  financ¬ 
ing  In  the  same  category  to  the  same  concern. 

In  column  (9)  identify  each  item  “pledged” 
or  “earmarked”  by  letter  (P)  or  letter  (E) ,  as 
appropriate.  Also,  Identify  by  the  letter  (V) 
each  Item  qualifying  under  the  regulations 
as  venture  capital  and  by  the  letters  (SP) 
each  Item  qualifying  under  the  regulations 
special  discretionary  portfolio.  Show  the  total 
of  all  venture  capital  amounts  Immediately 
under  the  “Totals”  line  at  the  foot  of  column 
(9) .  Show  the  total  of  all  special  discretionary 
portfolio  amounts  on  the  last  sheet  of  this 
schedule  Immediately  under  the  “total  ven¬ 
ture  capital.” 
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3.  Schedule  3 — Capital  stock  of  SBCs.  This 
schedule  will  Include  capital  stock  (f  107.- 
303(b)(1))  of  small  business  concerns  held 
or  acquired  during  the  period  as  well  as 
those  sold,  or  disposed  of  otherwise  during 
the  period.  Such  data  shall  be  reported  as  In¬ 
dicated  by  the  column  headings.  The  report¬ 
ing  company’s  portion  of  participation  In  In¬ 
vestments  shall  be  Included. 

List  each  Investment  by  employer  Identifi¬ 
cation  number:  Owner  Group  Code  num¬ 
ber;  financing  Number;  Standard  Industrial 
Classification  Code;  name  of  financed  small 
business  concern,  together  with  street  ad¬ 
dress,  city,  8tate,  zip  code,  and  county  in 
which  located;  date  acquired,  type  and  class, 
number  of  shares,  etc.;  balance  at  cost  at 
beginning  of  period;  cash  additions  during 
period;  noncash  additions  during  period  at 
cost;  cash  deductions  during  period;  non¬ 
cash  deductions  during  period  at  cost;  bal¬ 
ance  at  cost  at  close  of  period;  percent  of 
outstanding  shares  of  BBC’s  stock  licensee 
owns;  and  fair  value  of  such  stock  as  deter¬ 
mined  by  the  licensee’s  board  of  directors  In 
good  faith.  The  total  of  columns  4  through 


10  are  to  be  entered  in  column  3  of  the 
Summary  of  Portfolio,  Schedule  A. 

An  explanatory  notation  or  footnote  shall 
be  entered  In  the  schedule  with  respect  to 
any  Investment  (or  any  Interest  therein) 
obtained  from  another  Licensee.  A  similar 
explanatory  notation  or  footnote  Is  to  be 
entered  for  each  non-cash  additions  or 
deductions  during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  fi¬ 
nancing.  Show  the  total  of  capital  stock 
on  the  last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  Identi¬ 
fication  number  of  each  listed  small  busi¬ 
ness  concern.  Enter  the  appropriate  Owner 
Group  Code  number  In  parentheses. 

Enter  for  each  listed  small  business  con¬ 
cern  the  four-digit  Standard  Industrial  Clas¬ 
sification  Code  of  the  principal  Industry  In 
which  the  concern  Is  engaged;  refer  to  the 
SIC  Manual  Issued  by  the  Office  of  Manage¬ 
ment  and  Budget. 

If  the  Licensee  has  had  more  than  one 
financing  In  the  same  category  outstanding 


to  the  same  small  business  concern,  each 
such  similar  financing  should  be  assigned  a 
financing  number  (1-2-3,  etc.)  for  Identifi¬ 
cation  purposes,  and  this  number  should  be 
shown  in  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  In  relation  to  the 
same  financing.  A  number  once  assigned  to 
a  specific  financing  of  a  small  business  con¬ 
cern  should  never  be  reassigned  to  another 
financing  In  the  same  category  to  the  same 
concern. 

In  column  (9)  Identify  each  Item 
“pledged”  or  “earmarked”  by  letter  (P)  or 
letter  (E),  as  appropriate.  Also,  identify  by 
the  letter  (V)  each  item  qualifying  under 
the  regulations  as  venture  capital  and  by 
the  letters  (SP)  each  item  qualifying  under 
the  regulations  as  special  discretionary  port¬ 
folio.  Show  the  total  of  all  venture  capital 
amounts  Immediately  under  the  “Totals” 
line  at  the  foot  of  column  (9)  on  the  last 
sheet  of  this  schedule.  Show  the  total  of  all 
special  discretionary  portfolio  amounts  on 
the  last  sheet  of  this  schedule  Immediately 
under  the  "Total  venture  capital”. 
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4.  Schedule  4 — Equity  interests  of  unin¬ 
corporated  concerns.  This  schedule  will  In¬ 
clude  equity  interests  of  unincorporated 
concerns  (See  1  107.302(b)  (3) )  held  or  ac¬ 
quired  during  the  period  as  well  as  those  sold 
or  disposed  of  otherwise  during  the  period. 
Such  data  Is  to  be  reported  as  indicated  by 
the  column  headings.  The  reporting  licensee’s 
portion  of  participation  in  equity  Interests  of 
unincorporated  concerns  will  be  included. 

List  each  equity  Interest  by  employer 
Identification  number;  owner  group  code 
number  designating  the  group  classification 
of  the  principal  ownership  of  the  small  busi¬ 
ness  concern  as  follows:  (0)  Negroes;  (1) 
Puerto  Ricans;  (2)  American  Indians;  (3) 
Spanish  Americans;  (4)  Aslans  (Japanese, 
Chinese,  Koreans,  Filipinos);  (5)  Eskimos 
and  Aleuts;  («)  Undetermined  and  (7) 
Others — Including  whites;  financing  number; 
Interest  rate;  Standard  Industrial  Classifica¬ 
tion  code;  name  of  financed  small  business 
concern,  together  with  street  address,  city. 
State,  zip  code,  and  county  In  which  located; 
date  and  maturity  date;  principal  balance 
at  beginning  at  period;  cash  additions  and 
deductions  during  period;  noncash  additions 
and  deductions  during  period;  and  principal 
balance  at  close  of  period,  percentage  of  the 
Unincorporated  concern  the  licensee  owns; 


and  fair  value  of  the  equity  Interest  as  deter¬ 
mined  by  that  licensee’s  board  of  directors 
In  good  faith.  The  total  of  columns  4  through 
10  are  to  be  entered  In  column  4  of  the  Sum¬ 
mary  of  Portfolio,  Schedule  A. 

Show  In  column  11  opposite  each  equity 
interest  financing,  the  percentage  of  the 
Unincorporated  concern  and  equity  that  Is 
owned  by  the  licensee. 

An  explanatory  notation  or  footnote  will 
be  entered  In  the  schedule  with  respect  to 
any  equity  Interest  obtained  from  another 
Licensee.  Also,  a  notation  or  footnote  Is  to 
be  entered  for  each  non-cash  addition  or 
deduction  during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  equity  interests  on  the 
last  sheet  of  this  schedule. 

In  column  (1)  enter  the  employer  Identi¬ 
fication  number  of  each  listed  small  busi¬ 
ness  concern. 

Insert  the  appropriate  owner  group  code 
number,  in  parentheses,  following  employer 
identification  number  of  each  small  business 
concern. 

Enter  for  each  listed  small  business  con¬ 
cern  the  four-digit  Standard  Industrial  Clas¬ 
sification  Code  of  the  principal  Industry  In 


which  the  concern  In  engaged;  refer  to  the 
SIC  Manual  issued  by  the  Office  of  Manage¬ 
ment  and  Budget. 

If  the  Licensee  has  had  more  than  one 
financing  In  the  same  category  outstanding 
to  the  same  small  business  concern,  each  such 
similar  financing  should  be  assigned  a 
financing  number  (1-2-3,  etc.)  for  Identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  In  the  applicable  column  on  this 
report  and  on  future  reports  in  relation  to 
the  same  financing.  A  number  once  assigned 
to  a  specific  financing  of  a  small  business 
concern  should  never  be  reassigned  to 
another  financing  In  the  same  category  to 
the  same  concern. 

In  column  (9)  Identify  each  Item  “pledged” 
or  “earmarked”  by  letter  (P)  or  letter  (E), 
as  appropriate.  Also,  identify  by  the  letter 
(V)  each  Item  qualifying  under  the  regula¬ 
tions  as  venture  capital  and  by  the  letters 
(SP)  each  Item  qualifying  under  the  regula¬ 
tions  special  discretionary  portfolio.  Show 
the  total  of  all  venture  capital  amounts  im¬ 
mediately  under  the  “Totals”  line  at  the 
foot  of  column  (9).  Show  the  total  of  all 
special  discretionary  portfolio  amounts  on 
the  last  sheet  of  this  schedule  Immediately 
under  the  "Total  venture  capital.” 
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5.  Schedule  5 — Warrants,  options,  and  other 
stock  rights  acquired.  This  schedule  will  in¬ 
clude  warrants,  options,  and  other  stock 
rights  acquired  from  small  business  concerns 
held  or  acquired  during  the  period  as  well 
as  those  exercised,  sold  or  otherwise  dis¬ 
posed  of  during  the  period.  Such  data  is  to  be 
reported  as  Indicated  by  the  column  head¬ 
ings  The  reporting  licensee’s  participation 
In  Investments  shall  be  Included. 

The  waramts,  options  or  other  rights  to  be 
included  in  this  schedule  shall  be  those  for 
which  a  cost  has  been  determined  separate 
from  that  of  the  financing  Instruments 
which  they  accompanied.  If  no  separate  cost 
Is  determined,  no  amount  will  be  entered 
In  column  9.  However,  the  fair  value  as  de¬ 
termined  by  the  Licensee’s  board  of  directors 
will  be  entered  in  column  10. 

List  each  Investment  by  employer  identi¬ 
fication  number;  Owner  Group  Code  number; 
financing  number;  Standard  Industrial 
Classification  code;  name  of  financed  small 
business  concern,  together  with  street  ad¬ 
dress,  city.  State,  zip  code,  and  countv  in 
which  located;  date  acquired  type  and  class, 
etc.;  balance  at  cost  at  beginning  of  period; 
cash  additions  during  period;  noncash  ad¬ 
ditions  during  period  at  cost;  cash  deduc¬ 
tions  during  period;  noncash  deductions  dur¬ 
ing  period  at  cost;  and  balance  at  cost  at 
close  of  period:  percent  of  potential  owner¬ 
ship  of  the  financed  concerns  stock  the 
licensee  would  acquire  If  the  warrants,  op¬ 
tions  or  other  rights  are  exercised;  and  fair 
value  of  such  warrants,  options  and  other 
rights  as  determined  by  the  licensee’s  board 
of  directors  In  good  faith.  The  total  of  col¬ 
umns  4  through  10  are  to  be  entered  in  col¬ 


umn  5  of  the  Summary  of  Portfolio,  Schedule 
A. 

Show  In  column  (11)  opposite  each 
financing  item  the  percentage  of  the  financed 
small  business  concern’s  voting  securities 
which  can  be  obtained  by  the  Licensee 
through  exercise  of  conversion  privileges 
and/or  stock  purchase  warrants  or  options. 
This  percentage  shall  be  computed  without 
giving  consideration  to  the  possibility  of 
simultaneous  exercise  of  stock  rights  by 
other  Investment  interests.  Whenever  a 
Licensee  considers  it  Important  to  disclose 
that  its  percentage  of  actual  and  potential 
ownership  Is  affected  by  the  probable  action 
of  others  In  exercising  their  stock  rights,  a 
footnote  should  be  appended  to  the  per¬ 
centage  figure  arrived  at  by  consideration  of 
only  the  Licensee’s  action.  In  such  footnote 
the  percentage  of  actual  and  potential  own¬ 
ership  giving  consideration  to  the  probable 
action  of  others  should  be  set  forth  together 
with  an  explanation  including  the  names  of 
the  other  investors  who  are  likely  to  exercise 
their  rights  the  percentages  of  actual  and 
potential  ownership  they  hold,  and  the  gen¬ 
eral  terms  of  their  stock  rights. 

An  explanatory  notation  or  footnote  shall 
be  entered  In  the  schedule  with  respect  to 
any  Investment  (or  any  interest  therein) 
obtained  from  another  Licensee.  A  similar  ex¬ 
planatory  notation  or  footnote  is  to  be  en¬ 
tered  for  each  non-cash  addition  or  deduc¬ 
tion  during  the  period. 

Treat  multiple  disbursements  under  the 
same  financing  agreement  as  a  single  financ¬ 
ing.  Show  the  total  of  warrants,  options,  and 
other  stock  rights  financing  on  the  last  sheet 
of  this  schedule. 


In  column  (1)  enter  the  employer  Identi¬ 
fication  number  of  each  listed  small  business 
concern. 

Insert  the  appropriate  owner  group  code 
number,  In  parentheses,  following  the  em¬ 
ployee  Identification  number  of  each  small 
business  concern.  In  column  1  enter  for  each 
listed  small  business  concern  the  four-digit 
Standard  Industrial  Classification  Code  of 
the  principal  Industry  in  which  the  concern 
Is  engaged;  refer  to  the  SIC  Manual  Issued  by 
the  Office  of  Management  and  Budget. 

If  the  Licensee  has  had  more  than  one 
financing  in  the  same  category' outstanding 
to  the  same  small  business  concern,  each 
such  similar  financing  should  be  assigned  a 
financing  number  ( 1-2-3,  etc.)  for  Identifica¬ 
tion  purposes,  and  this  number  should  be 
shown  in  the  applicable  column  on  this  re¬ 
port  and  on  future  reports  in  relation  to  the 
same  financing.  A  number  once  assigned  to 
a  specific  financing  of  a  small  business  con¬ 
cern  should  never  be  reassigned  to  another 
financing  In  the  same  category  to  the  same 
concern. 

(d)  In  column  (9)  identify  each  Item 
“pledged”  on  “earmarked”  by  letter  (P)  or 
letter  (E),  as  appropriate.  Also,  identify  by 
the  letter  (V)  each  item  qualifying  under 
the  regulations  as  venture  capital  and  by 
the  letters  (SP)  each  Item  qualifying  under 
the  regulations  special  discretionary  port¬ 
folio.  Show  the  total  of  all  venture  capital 
amounts  Immediately  under  the  “Totals”  line 
at  the  foot  of  column  (9).  Show  the  total 
of  all  special  discretionary  portfolio  amounts 
on  the  last  sheet  of  this  schedule  immediately 
under  the  “Total  venture  capital.” 
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6.  Schedule  6 — Details  of  certain  portfolio 
securities  listed  in  schedule  1  through  5. 
Enter  In  this  schedule  portfolio  securities 
shown  In  Schedules  1  through  5  when  any 
one  or  more  of  the  following  conditions  exist 
with  respect  to  the  financed  concern: 

1.  New  or  additional  financing  furnished 
during  the  period,  as  shown  in  column  (6) 
and  (6)  of  Schedules  1  through  6. 

3.  The  terms  of  existing  financing 
amended  and/or  the  related  collateral 
changed  during  the  fiscal  year  to  date. 

3.  The  rescheduling,  refinancing,  or  re¬ 
funding  of  principal  and/or  the  Interest  of 
any  portfolio  security,  or  conversion  of  a 
delinquent  Item  during  the  period.  (Pull 
details  on  such  events  are  to  be  furnished  in 
column  (6)  or  on  an  attached  sheet.) 

4.  Installment  payments  of  principal 
and/or  Interest  on  loans  or  debt  securities 
are  past  due  more  than  one  year. 


5.  An  outstanding  SBA  loan,  SBA  guaran¬ 
tee  or  a  bank  loan  or  other  private  loan  to  the 
Licensee’s  portfolio  concern. 

List  the  Items  by  employer  Identification 
number  In  column  ( 1 )  and  identify  them  by 
name  of  small  business  concern,  type  of 
financing,  and  financing  number  in  columns 
(2),  (3),  and  (4).  In  column  (5)  show  the 
original  principal  amount  or  other  cost.  De¬ 
tails  of  the  amortization  plan  and  other 
significant  provisions  of  the  financing  In¬ 
struments,  including  a  precise  description  of 
capital  stock  of  SBCs,  shall  be  set  forth  In 
column  (6).  The  outstanding  balance  of  any 
SBA  direct  loan,  SBA  participation  loan,  or 
SBA  guaranteed  loan  to  the  Licensee’s  port¬ 
folio  concern  Is  to  be  shown  In  column  (7). 
The  Licensee  Is  requested  to  obtain  this  In¬ 
formation  from  the  portfolio  small  business 
concern,  If  It  Is  not  already  available  In  the 


Licensee’s  office.  The  value  and  description 
of  collateral  are  to  be  set  forth  In  column 
(8).  Information  as  to  the  portion  of  such 
collateral  assigned  as  security  for  the  financ¬ 
ing  granted  by  the  Licensee  Is  required  to  be 
presented  In  column  (8) . 

If  any  portfolio  securities  earmarked  or 
pledged  to  SBA  are  In  default  as  to  payment 
of  principal  or  Interest,  or  with  respect  to 
any  other  covenants  of  the  financing  agree¬ 
ments,  the  repayment  delinquencies  will,  of 
course,  be  Included  In  Schedule  7.  Any  other 
defaults  are  to  be  described  In  column  (6) 
of  Schedule  6.  Such  earmarked  or  pledged 
portfolio  securities  shall  be  Identified  In  the 
schedule  by  the  letter  (E)  or  (P) ,  as  securi¬ 
ties  are  In  default  as  to  principal  or  Interest 
payments,  or  as  to  any  other  covenants  in  the 
financing  agreements,  a  statement  to  that 
effect  be  placed  on  Schedule  6. 
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7.  Schedule  7 — Allowance  for  losses  on 
portfolio  securities  ( delinquent  loans  and 
debt  securities).  List  In  this  schedule  loans 
and  debt  securities  for  which  allowance  for 
losses  have  been  established  or  allocated  on 
a  specific  Item  basis  for  IRS  purposes,  and/ 
or  which  are  delinquent  to  the  extent  of 
having  Installment  payments  past  due  more 
than  1  month.  Identify  each  Item  in  column 
(1)  by  the  employer  Identification  number 
and  name  of  the  financed  small  business 
concern;  Indicate  by  appropriate  letter  In 
column  (2)  the  type  of  financing  (loan,  debt 
security,  stock,  warrants,  and  options) ;  and 
record  the  financing  number  In  column  (3) 


If  there  has  been  more  than  one  financing 
of  the  same  type  with  respect  to  the  same 
small  business  concern. 

In  columns  (4)  through  (8),  show  the 
opening  balance  of  the  allowance  for  losses 
on  each  security,  the  additions  and  deduc¬ 
tions  pertaining  to  such  allowance,  and  the 
closing  balance,  all  relating  to  the  period. 
If  there  exists  an  overall  allowance  for  losses, 
established  on  a  percentage  or  other  basis 
and  not  allocated  to  individual  securities, 
the  beginning  and  ending  balances  thereof, 
together  with  changes  during  the  period, 
shall  be  shown  appropriately  on  the  “Total” 
line  at  the  bottom  of  the  schedule. 


Shown  In  column  (9)  the  principal  bal¬ 
ance  or  other  cost,  as  of  the  close  of  the 
period,  of  each  security  listed  on  the  sched¬ 
ule.  In  columns  (10)  and  (11)  show  all  In¬ 
stallments  of  principal  and/or  Interest  past 
due  more  than  one  month  on  loans  and  debt 
securities.  Such  portfolio  items  shall  be  Iden¬ 
tified  and  classified  In  columns  (1),  (2),  and 
(3),  and  any  allowances  for  losses  related 
thereto  shall  be  Included  appropriately  In 
the  columns  provided.  Any  loans  or  debt 
securities  earmarked  or  pledged  to  SBA  shall 
be  Identified  In  the  schedule  by  the  letter 
(E)  or  (P),  as  appropriate.  Show  the  totals 
of  columns  (10)  and  (11). 
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F.  Analysis  of  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities — Schedule  B. 
This  schedule  Is  a  summary  ol  the  Licensee’s 
assets  acquired  In  liquidation  of  portfolio 
securities  by  type  of  assets  acquired  and 
showing  the  same  measurements  as  does  the 
Summary  of  Portfolio  as  follows:  Hie  activ¬ 
ity  within  the  assets  acquired  during  the 


period  on  a  cost  basis;  assets  acquired  at 
lower  of  cost  or  market  at  the  statement  date; 
and  assets  acquired  at  value  at  the  statement 
date. 

The  amounts  shown  on  this  schedule  of 
“funded  assets  acquired”  are  the  totals  of 
schedules  8  through  10.  The  commitments 


and  Guarantees  can  be  obtained  from 
memorandum  accounts  CL-15  or  CL-16. 

It  should  be  noted  that  “other  assets  ac¬ 
quired”  as  shown  In  column  3  are  to  be  net 
of  mortgages  payable  on  the  related  assets. 

The  following  schedule  shows  how  the 
amounts  contained  In  the  analysis  are 
obtained. 
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1.  Schedule  8 — Amounts  due  from  debtors 
on  sale  of  assets  acquired  in  liquidation  of 
portfolio  securities.  Show  In  this  schedule, 
by  debtors,  accounts  receivable,  notes  receiv¬ 
able,  sales  contracts,  purchase  money  mort¬ 
gages,  etc.,  carried  during  the  period  In  ac¬ 
count  200  “Receivables  due  from  debtors  on 
sale  of  assets  acquired  In  liquidation  of  port¬ 


folio  securities.”  The  Interest  rate  and  other 
terms  shall  be  given.  The  balances  at  the  be¬ 
ginning  and  close  of  the  period  shall  be 
shown,  together  with  additions  and  deduc¬ 
tions  during  such  reporting  period.  Allow¬ 
ances  for  uncollectibles  based  upon  an  eval¬ 
uation  of  the  reporting  company's  portion  of 
Individual  amounts  due  shall  be  recorded  In 


column  (9)  opposite  the  name  of  the  debtor. 
The  totals  of  columns  (5)  through  (9)  will 
be  entered  in  column  1  of  Schedule  B, 
Analysis  of  Assets  Acquired  In  Liquidation 
of  Portfolio  Securities.  Under  column  (2) 
Identify  the  asset  or  assets  originally  ac¬ 
quired  In  liquidation  to  which  the  amount 
due  relates. 
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2.  Schedule  9 — Operating  SBCs  acquired. 
This  schedule  summarizes  certain  informa¬ 
tion  relating  to  portfolio  concerns  the  li¬ 
censee  has  acquired  control  over  as  a  result 
of  taking  action  to  protect  its  Investment. 
Such  concerns  are  those  that  are  operating; 
accordingly,  the  licensee  will  dispose  of  all 
or  at  least  controlling  interest  of  such  con¬ 
cern. 

Each  concern  acquired  by  the  licensee  will 
be  listed  on  the  schedule  with  the  appro¬ 
priate  Information  requested.  The  source  of 
data  on  this  schedule  is  Schedule  9(a). 


Identify  in  column  1  the  name  and  address 
of  the  concern  acquired.  In  column  2,  show  a 
breakdown  in  percentage  the  ownership  of 
the  concern  according  to  ownership  by  Li¬ 
censee,  other  SBIC,  Licensee’s  associates,  and 
other. 

Columns  3  through  6  contain  information 
on  the  licensee’s  Investment  in  the  concern 
on  a  cost  basis.  Column  3  is  the  balance  at 
the  beginning  of  the  period,  column  4  and  5 
represent  additions  and  deductions,  respec¬ 
tively,  during  the  period  and  column  6  rep¬ 
resents  the  balance  at  the  end  of  the  period. 


Columns  7  through  9  represent  valuation 
of  such  Investments  at  the  statement  date. 
Column  7  represents  the  value  of  the  invest¬ 
ments  in  operating  concerns  acquired  as  de¬ 
termined  by  licensee.  Column  8  represents 
valuation  below  cost  (unrealized  deprecia¬ 
tion)  and  Column  9  represents  valuation 
above  cost  (unrealized  appreciation). 

Schedule  9  is  shown  below  and  the  source 
of  information  contained  thereon  is 
indicated. 
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S.  Schedule  9a — Detailed  information  on 
opmvttnf  concern  acquired.  For  each  con¬ 
cern  luted  on  Schedule  9,  a  completed 
Schedule  9a  will  be  Included  In  the  Manage¬ 
ment  Report.  The  purpose  of  this  schedule  U 
to  summarise  the  licensee’s  total  Investment 
In  the  concern  acquired  and  the  activity  with 
respect  to  that  Investment.  Attached  to  the 
schedule  should  be  a  copy  of  the  latest  an¬ 
nual  financial  statements  of  the  concern 
acquired.  Also  attached  should  be  a  narra¬ 
tive  summary  as  to  the  circumstances  sur¬ 
rounding  the  acquisition  of  the  concern 
acquired  during  the  year  of  acquisition  and 
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a  status  summary  as  to  action  during  the 
year  to  dispose  of  the  licensee’s  controlling 
Interest  In  the  concern. 

The  heading  of  the  schedule  will  contain 
the  concern's  name  and  address,  employer’s 
LD.  code,  and  SIC  Code.  The  body  of  the 
schedule  will  disclose  the  licensee’s  invest¬ 
ment  according  to  loans,  debt  securities 
and/or  equity  investments  that  were  pre¬ 
viously  reported  as  portfolio  securities  and 
will  measure  the  activity  with  respect  to  such 
Investment. 

Further,  contingent  liabilities  of  the 
licensee  to  the  concern  acquired  In  the  form 
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of  guarantees  and  commitments  will  also 
be  disclosed  in  this  schedule. 

During  the  period  the  licensee’s  financings 
are  reotasslfled  from  portfolio  securities  to 
assets  acquired,  there  should  be  full  dis¬ 
closure  as  to  the  source  of  amounts  that  have 
been  reclassified.  Such  amounts  would  be 
noncash  additions  during  the  period  in  this 
schedule  and  non-cash  deductions  on  sched¬ 
ules  where  amounts  were  transferred  from. 

The  source  of  Information  contained  In 
this  schedule  can  be  found  by  analyzing 
activity  In  the  accounts  indicated  on  the  fol¬ 
lowing  page. 
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4.  Schedule  10 — Other  assets  acquired  in 
liquidation  of  portfolio  securities.  List  and 
describe  in  this  schedule,  by  former  debtors 
(small  business  concerns) ,  other  assets  car¬ 
ried  during  the  period,  in  the  account  No. 
307  of  the  System  of  Account  Classification 
for  assets  acquired  in  liquidation  of  port¬ 
folio  securities.  This  schedule  will  represent 
only  the  reporting  licensee’s  portion  of  such 
assets. 


In  column  2,  fully  describe  the  assets 
acquired.  The  balance  at  the  beginning  of 
the  reporting  period,  additions  and  deduc¬ 
tions  during  the  period,  and  balance  at  the 
close  of  the  period  shall  be  shown  In  columns 
(3).  (4),  (5),  and  <fl). 

The  fair  value,  as  determined  by  the 
licensee’s  Board  of  Directors  for  such  assets 
held  at  the  end  of  the  period  will  be  recorded 


In  column  (7).  Unrealized  depredation  will 
be  measured  in  column  8  and  unrealized 
appreciation  will  be  measured  In  column  9. 
The  totals  of  columns  (3)  through  (9)  will 
be  entered  in  column  3,  Schedule  B  “Analy¬ 
sis  of  Assets  Acquired  In  Liquidation  of  Port¬ 
folio  Securities.’’ 

Schedule  10  is  shown  on  the  following 
page. 
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G.  Schedule  11 — Participation*  and  joint 
financing.  Show  in  this  schedule  the  financ¬ 
ings  in  which  tha  reporting  licensee  par¬ 
ticipated  as  well  as  financings  made  Jointly 
by  the  reporting  licensee  and  one  or  more 
other  lenders  or  investors  during  the  period 
or  which  were  outstanding  at  any  time  during 
such  period.  Identify  each  item  In  column 
(1)  by  the  employer  identification  number 
and  name  of  the  financed  small  business 
concern;  indicate  by  appropriate  letter  in 
column  (2)  the  type  of  financing  (loan,  debt 


security,  stock,  warrants,  and  options) ;  and 
enter  the  financing  number  in  column  (3)  if 
there  has  been  more  than  one  financing  of 
the  same  type  by  the  reporting  company  to 
the  same  small  business  concern. 

In  column  (4)  show  the  original  total 
amount  contributed  by  all  parties  in  the 
participation  or  joint  financing.  The  names  of 
such  participating  or  Joint  financing  entitles 
(Including  the  name  of  the  reporting  li¬ 
censee)  shall  be  shown  in  column  (6)  with 
appropriate  indication  as  to  which  Is  the 


initiating  (sponsoring)  entity. 

Show  in  column  (6),  (7),  or  (8),  as  ap¬ 
propriate,  the  reporting  licensee’s  outstand¬ 
ing  principal  balance,  or  other  cost,  of  par¬ 
ticipation  purchased,  participation  sold,  or 
joint  financing,  as  of  the  close  of  the  period 
covered  in  the  report.  Enter  in  column  (9) 
a  description  of  collateral  pertaining  to  each 
financing,  together  with  information  as  to 
the  percentage  applicable  to  each  party  and 
as  to  any  preferences  agreed  upon. 
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H.  Schedule  13 — Cash  and  invested  idle 
funds.  Cash  will  be  reported  on  Schedule  12 
(a)  and  Invested  Idle  Funds  will  lie  reported 
on  Schedule  12(h) . 

Schedule  12  (a)  — Cash.  Show  cash  on  hand 
and  In  general  funds  demand  deposits;  funds 
In  Imprest  bank  accounts.  Demand  deposits 
are  balances  subject  to  withdrawal  without 
notice  and  shall  be  In  commercial  banks 
which  are  members  of  the  Federal  Deposit 
Insurance  Corporation.  Cash  items  in  process 
of  collection  represent  those  cash  items  which 
have  been  placed  with  banks  for  collection. 
Petty  cash  shall  represent  the  full  amount  of 
the  petty  cash  imprest  fund.  The  amount 
shown  on  line  7  should  be  the  same  amount 


reported  on  Una  14  at  the  Statement  of  finan¬ 
cial  Position. 

Schedule  12(b) — Invested  idle  funds.  Show 
in  Schedule  12b(l)  securities  owned  which 
have  been  Issued  or  guaranteed  by  the  US. 
Government,  showing  the  name  of  the  is¬ 
suer  and  the  title  of  each  issue.  Other  re¬ 
quired  data,  such  as  interest  rate,  call  date, 
maturity  date,  and  principal  amount  at  part 
of  bonds  and  notes,  may  be  obtained  by  in¬ 
spection  of  the  securities  or  from  records  of 
securities  pledged.  The  cost  of  the  securities 
shall  be  shown  in  column  (6)  and  the  cur¬ 
rent  market  value  thereof  in  column  (7) . 

Show  in  Schedule  12b(2)  funds  invested 
in  Insured  savings  accounts  and  funds  on 


time  d^ostt  widen  cwr1  by  time  certificates 
of  deposit.  Savings  accounts  shall  be  with 
institutions  the  accounts  of  which  are  in¬ 
sured  by  the  Federal  Savings  and  Loan  In¬ 
surance  Corporation.  Time  deposits  shall  in¬ 
clude  all  time  certificates  of  deposit  held  by 
the  company  in  commercial  banks  which  are 
members  of  the  Federal  Deposit  Insurance 
Corporation. 

The  amount  shown  in  Schedule  12(b)  (2) 
line  19  represents  Invested  idle  funds  and 
should  be  the  same  amount  as  shown  on  line 
15  of  the  Statement  of  Financial  Position. 

Schedule  12  is  shown  below  and  the  ac¬ 
counts  containing  the  amount  to  be  re¬ 
ported  on  this  schedule  are  indicated. 
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vested  idle  funds  balances.  This  schedule  is 
designed  to  measure  cash  or  cash  items  avail¬ 
able  for  investment.  It  is  also  a  basis  for 
measuring  the  licensee’s  level  of  activity. 


PROPOSED  RULES 

The  schedule  is  to  include  the  18  months 
period  prior  to  the  statement  date.  It  is  to 
include  both  cash  and  Invested  idle  funds. 
However,  should  there  be  cash  or  idle  funds 
that  are  encumbered  or  restricted  (compen- 
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sating  balances,  pledged  funds,  etc.);  such 
amounts  will  be  eliminated. 

The  amounts  contained  in  the  schedule 
can  be  obtained  from  the  accounts  shown  on 
the  following  schedule. 
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J.  Schedule  14 — Obligations  payable.  Show 
In  thU  schedule,  by  creditors,  all  obligations 
payable  representing  (1)  debentures  payable 
to  SBA,  (2)  SBA  direct  loans,  (3)  guaranteed 
loans  purchased  by  SBA,  (4)  loans  guaran¬ 
teed  by  SBA,  (5)  loans  not  guaranteed  by 
SBA,  (6)  mortgages  payable  for  funds  bor¬ 
rowed,  and  (7)  mortgages  payable  on  assets 
acquired  In  liquidation  of  portfolio  securi¬ 
ties.  Such  liabilities  shall  be  grouped  by  the 
foregoing  categories,  and  described  In  column 


(2),  but  subtotals  are  not  required.  Guaran¬ 
teed  loans  purchased  by  SBA  represent  loans, 
originally  financed  by  banks,  which  have 
been  transferred  to  SBA  through  reassign¬ 
ment,  transfer  and  delivery  of  the  notes  to 
SBA. 

The  Interest  rate  and  other  terms  of  each 
obligation  shall  be  recorded  In  columns  (3) 
and  (4);  the  unpaid  balance  at  the  begin¬ 
ning  of  the  fiscal  year  and  additions  and 


deductions  during  the  period  shall  be  shown 
in  columns  (8),  (8),  and  (7);  and  the  bal¬ 
ance  payable  at  the  close  of  the  period,  segre¬ 
gated  between  (a)  amounts  owed  to  or  guar¬ 
anteed  by  SBA  for  funds  borrowed  and  (b) 
amounts  owed  to  others  for  funds  borrowed 
and/or  amounts  representing  mortgages  pay¬ 
able  on  assets  acquired  In  liquidation  of 
portfolio  securities,  shall  be  reflected  in  col¬ 
umns  (8)  and  (9). 
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K.  Schedule  IS — Capital  stock  of  licensee. 
Furnish  In  this  schedule  a  complete  descrip¬ 
tion  of  the  company’s  capital  stock  author¬ 
ized,  capital  stock  Issued  and  outstanding, 
data  relating  to  special  transactions  Involv¬ 
ing  capital  stock. 

In  column  (1)  shall  be  described  the  type 
and  class  of  each  Issue,  such  as  common- $5 
par,  preferred  (7  percent  Series  of  1969) ,  etc. 
The  par  value  or,  for  no-par  stock,  the  stated 
value  shall  also  be  reported  In  column  ( 1 ) . 

The  number  of  shares  authorized,  whether 
Issued  or  not,  shall  be  reported  In  column 
(2). 

The  number  of  shares  and  amount,  at  par 
or  stated  value,  of  stock  issued  and  not  re¬ 
tired  or  cancelled  shall  be  reported  In  col¬ 
umns  (3)  and  (4).  The  total  of  column  (4) 
shall  agree  with  Item  41  of  the  Statement 
of  Financial  Position.  The  number  of  shares 
held  as  treasury  stock  shall  be  shown  In  col¬ 
umn  (5) .  Column  (6)  will  represent  the  dif¬ 
ference  between  column  (3)  and  column  (5) . 

Column  (7)  shall  be  the  amount  at  par  or 
stated  value  representing  the  number  of 


shares  outstanding  as  shown  In  column  (6). 
The  total  of  column  (8)  shall  represent  the 
amount  of  capital  stock  subscribed  at  the 
subscription  price. 

In  column  (9)  shall  be  reported  the 
amount  of  subscriptions  receivable. 

Column  (10)  shall  show  the  number  of 
shares  (other  than  those  under  option  re¬ 
served  for  purchase  by  officers  and  employ¬ 
ees,  and  column  (11)  shall  show  the  number 
of  shares  reserved  to  cover  options  and  other 
rights. 

Schedule  15  Is  shown  on  the  following  page. 

L.  Schedule  16 — Options  on  licensee’s  cap¬ 
ital  stock.  Furnish  In  this  schedule  full  In¬ 
formation  concerning  outstanding  capital 
stock  options  which  have  been  granted  by 
the  company. 

The  holder  of  each  option  shall  be  Identi¬ 
fied  in  column  (1).  The  number  of  shares 
optioned  shall  be  shown  in  column  (2).  In 
column  (3)  shall  be  described  the  type  and 
class  of  stock  called  for  by  the  option,  such 
as  common  $5  par,  preferred  (7  percent  Se¬ 
ries  of  1969),  etc. 


Column  (4)  shall  show  the  grant  and  ex¬ 
piration  dates  of  each  option  and  column  (5) 
shall  set  forth  the  price  or  prices  at  which 
each  option  la  exercisable,  together  wlt6  the 
period  during  which  each  price  applies. 

Column  (6)  shall  show  the  fair  market 
value,  per  share,  of  stock  called  for  by  each 
option,  at  the  date  the  option  was  granted. 
T7\e  price  at  which  the  option  is  exercisable 
as  a  percentage  of  fair  market  value,  per 
share,  of  the  optioned  stock  at  the  date  of 
granting  shall  be  shown  In  column  (7) .  Col¬ 
umn  (8)  shall  set  forth  the  provisions  made 
with  respect  to  each  option  in  the  event  of 
the  optionee's  death  or  retirement,  or  other 
circumstances. 

The  fair  market  value,  per  share,  of  stock 
called  for  at  date  the  option  was  granted,  If 
not  ascertainable  on  the  basis  of  actual 
market,  shall  be  as  determined  by  the  board 
of  directors  In  good  faith. 

Schedule  16  is  shown  on  the  following 
page. 
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M.  Schedule  17 — Shareholders,  officers,  and 
directors  of  the  licensee.  Furnish  in  this 
schedule  the  Information  as  required  by  the 
form  regarding  equity  securities  Issued  by 
the  Licensee  and  regarding  the  Licensee's 
officers,  directors  and  manager.  ' 

In  column  (1)  list:  (a)  Each  person  or 
company  directly  or  Indirectly  owning,  con¬ 
trolling,  or  holding  with  power  to  vote,  6 
percent  or  more  of  the  outstanding  voting 
securities  of  the  company. 

(b)  Each  person  or  company  owning  of 
record  or  being  known  to  own  beneficially 
more  than  10  percent  of  any  other  class  of 
equity  securities  of  the  company. 


(c)  Each  officer,  director,  or  manager  of 
the  licensee.  (List  and  Identify  officers  and 
directors,  and  manager  regardless  of  whether 
or  not  they  own  any  equity  securities  of  the 
company.) 

Show  In  column  (2)  whether  each  natural 
person  listed  In  column  (1)  Is  an  officer,  di¬ 
rector,  manager  of  the  Licensee  or  specific 
combination  of  any  of  the  three  and  the 
total  remuneration  for  the  period  received 
by  each  from  the  Licensee.  Indloate  In  col¬ 
umn  (3)  the  type  of  business  in  which  each 
listed  person  or  company  Is  engaged.  Col¬ 
umn  (4)  shall  show  the  title  of  each  class 
of  stock  owned  by  any  person  or  company 


and  column  (S)  shall  Indicate  whether  the 
securities  of  the  specific  class  are  owned 
both  of  record  and  beneficially,  of  record 
only,  or  beneficially  only. 

In  columns  (6),  (7),  and  (8),  respectively, 
show  the  number  of  shares  of  each  class 
owned  by  each  listed  person  or  company,  the 
total  par  or  stated  value  of  such  shares,  and 
the  percentage  of  the  total  number  of  shares 
of  this  class  outstanding  which  Is  repre¬ 
sented  by  the  shares  owned  by  the  particular 
person  or  company. 

Summarize  the  foregoing  information  by 
class  of  equity  security  at  the  bottom  of  the 
schedule. 
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enoe  will  be  stated  by  prior  years  experience 
and  the  actual  loss  experience  during  the 
current  period. 

Schedule  18  Is  the  basis  for  the  loss  ex¬ 
perience  for  the  Industry  and  Is  as  follows. 


N.  Schedule  18 — Actual  loss  experience  on 
receivable,  loans,  and  investments.  Furnish 
In  this  schedule  by  categories  shown,  the 
amount  of  loss  experienced  on  loans  and  In¬ 
vestments  as  well  as  receivable  resulting 
from  Income  realization.  The  loss  experl- 


and  Acrmctf  t.U«rr»«  Receivable 


Unmd4Hon  of  PerUelto  Scewrt n— 


TOTAL 


of  directors  show  that  the  Annual  Report, 
SBA  Form  468,  has  been  reviewed  and  ap¬ 
proved  by  the  board  of  directors.  The  date  on 
which  each  signature  is  affixed  shall  be 
shown.  All  signatures  on  all  copies  of  the 
Annual  Report,  SBA  Form  468,  submitted  to 
SBA  shall  be  original  signatures  In  Ink. 

The  certification  is  shown  on  the  follow¬ 
ing  page. 


O.  Management  certification.  The  certifica¬ 
tion  of  the  Annual  Report,  SBA  Form  468, 
shall  bear  the  signature  of  the  chief  finan¬ 
cial  officer  of  the  Licensee,  or  other  officer 
authorized  by  the  board  of  directors  to  sign 
In  the  event  the  chief  financial  officer  Is  un¬ 
available.  The  Corporate  Secretary  of  the 
Licensee  «haii  attest  by  signature  to  the  fact 
that  the  minutes  of  a  meeting  of  the  board 
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MANAGEMENT  CERTIFICATION 

The  Annul  Report  for  Fiscal  Year  Ended  ' _ _ _ — - -  1® — »  dubmitted  by  the 

_ _ _ (Licensee)  to  the  Small  Business  Ad¬ 
ministration,  and  consisting  of  (1)  the  Audited  Financial  Statements  specified  in  Part  I,  SBA  Form  468  (except  those 
statements  listed  below  which  have  been  omitted)  and  (2)  management  information,  pages  1  through  20  inclusive, 
specified  in  Part  II,  SBA  Form  468  (except  those  schedules  listed  below  which  have  been  omitted)  are  hereby  certi¬ 
fied  to  be  correct. 

Date:  _  Chief  Financial  Officer:  _ , _ 1 _ _ 

Title:  - - 

Statements  and  Schedules  Omitted: 

•  •  i” 


VERIFICATION 


1  hereby  attest  that  the  minuter  of  the  meeting  of  the  Beard  of  Director*  of  the 


.(Uc< 


ae  ____________  ,  19 _ ,  show  that  the  Board,  at  each  westing,  reviewed  and  approved  Parts  I  h  □  of  he 

company  for  the  Fiscal  Tear  Eaded  _ _  19 _ _  covered  by  the  above  certification  of  the  chief 


Anaaal  Report  of  each 
officer. 


*  Date 


Secretary 


Title  18,  Sections  1001  and  1006  of  the  U.S.  Code  subject  to  punishment  by  fine  and/or  imprisonment  any  person  who  makes 
any  oral  or  written  statements,  entry  or  representation  to  SBA,  knowing  it  to  be  false,  or  willfully  conceals  a  material  fact,  ia  a 
matter  within  SBA's  jurisdiction  or  who  with  intent  to  defraud  directly  or  indirectly  shares  any  benefits  derived  from  any  act  of  ■ 
an  SBIC.  Title  Ip,  Section  645(a)  subjects  to  punishment  by  fine  and/or  imprisonment  any  person  making  a  false  statement  or 
willfully  overvaluing  any  security,  for  the  purpose  of  obtaining  for  himself  or  another  any  loan,  extension  thereof,  or  the  accept¬ 
ance,  release,  or  substitution  of  security  therefore,  or  for  the  purpose  of  influencing  in  any  way  the  action  of  SBA,  or  for  the 
purpose  of  obtaining  money  or  anything  of  value. 
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7.  Appendix  B  is  added  and  reads  as 

follows: 

Appendix  B — Guide  for  Preparation  of  the 
Annual  Resort,  SBA  Form  468 

TABLE  OF  CONTENTS 

/.  Introduction 

A.  Statement  of  policy. 

B.  Purpose. 

C.  Organization  of  annual  report. 

D.  Reporting  requirements. 

E.  Accounting  and  reporting  policies. 

P.  Related  guidelines. 

11.  Financial  Report 

A.  General. 

B.  Financial  report  heading. 

C.  Statement  of  financial  position. 

D.  Statement  of  undistributed  realized 

earnings. 

E.  Statement  of  operations  realised. 

F.  Statement  of  unrealized  gain  (loss)  on 

securities  held. 

G.  Statement  of  change  in  financial  position. 

H.  Statement  of  realized  gain  (loss)  on  sale 

of  securities. 

I.  Statement  of  commitments  A  guarantees. 

J.  Schedule  of  loans  and  investments. 

III.  Management  Report 

A.  General. 

B.  Size  and  classification. 

C.  Overview  of  licensee’s  operations. 

D.  Analysis  of  unrealized  gain  (loss)  on 

securities  held. 

E.  Summary  of  portfolio— Schedule  A. 

1.  Schedule  1 — Loans. 

2.  Schedule  2 — Debt  securities. 

3.  Schedule  3 — Capital  stock  of  BBC’s. 

4.  Schedule  4 — Equity  interests  of  unin¬ 

corporated  concerns. 

6.  Schedule  5 — Warrants,  options,  and 
other  stock  rights  acquired. 

6.  Schedule  6 — Details  of  certain  portfolio 

securities  listed  in  schedules  1 
through  5. 

7.  Schedule  7 — Allowance  for  losses  on 

portfolio  securities  (delinquent  loans 
and  debt  securities) . 

F.  Analysis  of  assets  acquired  in  liquidation 

of  portfolio  securities — schedule  B. 

1.  Schedule  8 — Amounts  due  from  debt¬ 

ors  on  sale  of  assets  acquired  in 
liquidation  of  portfolio  securities. 

2.  Schedule  9 — Operating  SBCs  acquired. 

3.  Schedule  9a — Detail  information  on 

operating  concern  acquired. 

4.  Schedule  10 — Other  assets  acquired  in 

liquidation  of  portfolio  securities. 

G.  Schedule  11 — Participations  and  joint 

financings. 

H.  Schedule  12 — Cash  and  invested  idle 

funds. 

I.  Schedule  13 — Average  dally  cash  and  in¬ 

vested  idle  funds  balances  on  a  monthly 
basis. 

J.  Schedule  14 — Obligations  payable. 

K.  Schedule  15 — Capital  stock  of  licensee. 

L.  Schedule  16 — Options  on  licensee’s  cap¬ 

ital  stock. 

M.  Schedule  17 — Shareholders,  officers,  and 

directors  of  the  licensee. 

•  N.  Schedule  18 — Actual  loss  experience  on 
receivables,  loans  and  investments. 

O.  Management  certification. 

I.  Introduction 

A.  Statement  of  policy.  Small  Business  In¬ 
vestment  Companies  (SBIOs)  licensed  by  the 
Small  Business  Administration  (SBA)  in¬ 
cluding  301(d)  Licensees  are  to  submit  to 
SBA  annual  reports  and  interim  reports  when 
required  on  their  operations.  Such  reports 
are  to  be  rendered  on  SBA  Form  468  and  are 
to  be  prepared  in  accordance  with  the  in¬ 
structions  set  forth  in  this  guide. 


This  Guide  was  prepared  by  the  Small  Bus¬ 
iness  Administration  (SBA) .  Any  inquiries  or 
comments  relating  to  these  instructions  or 
the  Annual  Report  SBA  Form  468  should  be 
directed  to  the  Staff  Accountant,  Investment 
Division,  Small  Business  Administration, 
1441  L  Street,  NW.,  Washington,  D.C.  20416. 

B.  Purpose.  This  Guide  provides  instruction 
for  the  preparation  of  the  Annual  Report, 
SBA  Form  468.  The  report  and  related  in¬ 
structions  have  been  prescribed  to  provide 
standard  reporting  requirements  and  to  in¬ 
sure  that  uniform  and  comparable  data  is 
rendered  to  SBA  by  all  licensees  in  a  timely 
manner. 

C.  Organization  of  the  annual  report.  The 
Annual  Report,  SBA  Form  468,  is  comprised 
of  two  parts:  Financial  Report  (Part  I)  and 
Management  Report  (Part  II) . 

The  Financial  Report  will  include  the  fi¬ 
nancial  statements  and  will  be  the  basis  for 
the  auditor’s  opinion.  Such  statements  will 
present  the  licensee’s  financial  position,  re¬ 
sults  of  operations,  and  change  in  financial 
position.  Also  included  will  be  a  schedule  of 
loans  and  Investments  as  well  as  supple¬ 
mentary  data  in  schedule  or  note  form. 

The  Management  Report  is  designed  to 
provide  analytical  data  on  the  licensee’s  op¬ 
erations.  Accordingly,  the  auditor’s  opinion 
is  not  expected  to  be  extended  to  the  man¬ 
agement  report.  This  report  will  include: 

1.  A  summary  of  the  Licensee’s  status  and 
operations. 

2.  An  analysis  of  Unrealized  Gain  (Loss)  on 
Securities  Held. 

S'.  Analytical  and  detailed  information  on 
the  licensee’s  Loans  and  Investments. 

4.  Other  selected  information. 

D.  Revorting  requirements.  1.  Annual  re¬ 
port  ( SBA  Form  468).  Three  copies  of  the 
Annual  Report,  SBA  Form  463,  shall  be  sub¬ 
mitted  to  SBA  by  the  Licensee  as  soon  as 
practicable  after  completion  and  no  later 
than  the  last  day  of  the  third  month  follow¬ 
ing  the  close  of  the  licensee’s  fiscal  year. 

The  Financial  Report  shall  be  prepared  in 
the  prescribed  format  and  shall  accompany 
the  accountant’s  report.  Attached  to  the  in¬ 
side  of  the  back  cover  of  each  copy  of  the 
audit  report  should  be  a  copy  of  any  trans¬ 
mittal  letter,  special  reports,  or  similar  com¬ 
munications  furnished  to  the  Licensee  by  the 
auditor.  If  adjusting  entries  are  furnished 
to  the  Licensee  with  the  report,  they  should 
be  submitted  to  SBA. 

The  Management  Report  will  be  submitted 
with  the  Financial  Report  and  will  contain 
a  certification  that  will  cover  both  parts  I 
and  n. 

2.  Interim  reports.  Upon  request,  licensees 
will  submit  to  SBA  either  the  complete  SBA 
Form  468  or  a  part  thereof;  l.e.,  the  Financial 
Report  or  the  Management  Report.  Such 
reports  are  considered  interim  in  that  they 
cover  less  than  a  full  year  of  operating  and 
the  financial  report  is  not  audited  by  the 
licensee’s  independent  accountant.  Accord¬ 
ingly,  such  interim  reports  are  in  addition 
to,  not  in  lieu  of,  the  annual  report. 

3.  Regulated  investment  companies.  Con¬ 
cerning  Licensees  that  are  registered  with 
the  Securities  and  Exchange  Commission, 
additional  reports  are  required  by  SEC  which 
are  identified  in  Chapter  1  of  the  AICPA’s 
Audit  Guide.  It  should  be  noted  that  any 
report  submitted  by  a  Licensee  to  the  SEC 
shall  also  be  submitted  to  SBA. 

4.  Where  to  submit  reports.  All  reports 
rendered  to  SBA  are  to  be  submitted  to  the 
Investment  Division,  1441  L  Street,  NW., 
Washington,  D.C.  20416. 

E.  Accounting  <fc  Reporting  Policies.  The 
Audit  Guide  for  SBICs  (Items  HI  and  X) 
and  the  System  of  Account  Classification 
(Item  II)  contain  considerable  discussion 
on  accounting  and  reporting  policies  to  be 
followed  by  licensees.  Accordingly,  the  pre¬ 


parer  of  the  annual  report  should  be  familiar 
with  these  policies. 

A  primary  objective  to  be  kept  in  mind  by 
Licensees  is  that  the  information  should  be 
disclosed  in  a  manner  that  will  cauSe  the  data 
to  be  understandable  and  useful  to  the 
reader  and  at  the  same  time  achieve  a  fair 
presentation;  i.e.,  full  disclosure.  Should 
events  or  transactions  occur  that  do  not  ap¬ 
pear  to  fit  in  the  report  as  designed,  the 
licensee  should  expand  or  alter  the  report  to 
achieve  the  above  objective. 

It  is  recognized  that  the  licensee  may 
desire  to  report  to  shareholder  or  others  in 
a  format  that  differs  from  the  Financial  Re¬ 
port  prescribed  by  SBA  for  licensees.  Such 
differences  should  be  limited  to  classifica¬ 
tion  or  format  presentation  and  should  not 
result  in  substantive  differences.  A  copy  of 
such  reports  should  also  be  furnished  to  SBA. 

F.  Related  guidelines.  In  addition  to  this 
Guide  (Appendix  B) ,  the  preparer  of  the  an¬ 
nual  report  should  be  familiar  with  related 
accounting  instructions  and  guidelines. 
Such  guidelines  are  set  forth  in  the  Audit 
Guide  for  SBICs  (Appendix  A)  and  the  Sys¬ 
tem  of  Account  Classification  for  SBICs  (Ap¬ 
pendix  C) . 

Guidelines  for  valuing  securities  can  be 
found  in  SBA  Policy  and  Procedural  Release 
No.  2006.  Additional  guidance  for  valuing 
securities  can  be  found  in  Accounting  Series 
Releases  Nos.  113  and  118  that  are  issued  by 
the  Securities  and  Exchange  Commission. 
Finally,  Chapter  3  of  the  AICPA’s  Audit  Guide 
for  Investment  Companies  contains  informa¬ 
tion  on  valuation  of  securities  that  may  be 
useful. 

II.  Financial  Report 

A.  General.  The  Financial  Report  (Part  4, 
SBA  Form  468),  is  designed  to  present  the 
Licensee’s  financial  statements  as  audited  by 
the  Independent  public  accountant.  Accord¬ 
ingly,  the  statements  are  based  on  the  trans¬ 
actions  recorded  in  the  accounts. 

The  Financial  Report  contains  standard 
statements  and  schedules.  Therefore,  when  a 
particular  statement  or  schedule  does  not 
apply  to  the  licensee’s  operations,  it  should 
be  omitted.  For  example,  if  the  licensee  did 
not  sell  any  securities  during  the  period,  the 
Statement  of  Realized  Gain  (Loss)  on  Sale  of 
Securities  would  be  omitted.  The  Financial 
Report,  therefore,  should  be  “taylored”  to  fit 
the  licensee’s  given  situation. 

Such  tayloring,  however,  does  not  include 
deviating  from  accounting  and  reporting 
practices  prescribed  in  the  Audit  Guide 
(Appendix  A)  or  System  of  Account  Classi¬ 
fication  (Appendix  C).  : 

The  following  is  a  detailed  discussion  as 
to  how  the  statements  are  prepared. 

B.  Financial  report  heading.  Set  forth  in 
the  appropriate  spaces  the  information  called 
for  representing  the  identification  and  the 
principal-office  address  of  the  Licensee.  As  to 
the  employer  identification  number,  enter 
the  number  assigned  to  the  Licensee  by  the 
U.S.  Treasury  Department.  If  such  number 
has  not  yet  been  assigned,  an  Application  for 
Employer  Identification  Number,  Form  SS-4, 
shall  be  submitted  to  the  U.S.  Director  of 
Internal  Revenue  for  the  area  in  which  the 
Licensee’s  principal  office  is  located. 

The  preparer  of  this  report  should  keep  in 
mind  that  amounts  are  to  be  rounded  to  the 
nearest  dollar. 

C.  Statement  of  financial  position.  This 
statement  is  designed  to  meausre  the  Licens¬ 
ee’s  financial  position  as  of  the  statement 
date  in  a  conventional  balance  sheet  format. 
Because  of  their  significance,  loan^  and  in¬ 
vestments  are  presented  before  current  or 
other  assets.  Likewise,  long-term  debt  is 
shown  before  current  or  other  liabilities. 

1.  Assets  are  grouped  according  to  Loans 
and  Investments,  Investments  in  301(d) 
Licensee,  current  assets  and  other  assets. 
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».  Loans  and  investments  are  grouped  into 
three  categories: 

(1)  Portfolio  securities  are  those  loans  and 
Investments  the  licensee  holds  In  financed 
small  business  concerns  that  are  viable. 

(2)  Assets  acquired  in  liquidation  of  port¬ 
folio  securities  are  those  securities  or  other 
assets  the  licensee  has  acquired  by  taking 
action  to  protect  Its  Investment.  Such  assets 
are  grouped  according  to  receivables  from 
debtors,  operating  concerns  acquired  and 
other  assets  acquired. 

(3)  Other  securities  are  those  securities 
the  licensee  holds  that  did  not  result  from 
providing  financing  to  small  business  con¬ 
cerns.  Other  securities  will  result  when  port¬ 
folio  securities  or  assets  acquired  are  sold 
and  part  of  the  net  sales  price  Is  notes,  or 
other  securities.  Also,  dividends  In  kind  from 
portfolio  concerns  would  be  classified  as  other 
securities. 

The  statement  Is  designed  to  present  loans 
and  Investments  at  cost  and  through  adjust¬ 
ments  for  unrealized  appreciation  and  un¬ 
realized  depreciation  arrive  at  their  value. 

b.  Investment  in  301  (d)  licensee  is  a  unique 
Investment  In  that  the  nature  and  purpose 
of  the  Investee  is  similar  to  that  of  the  In¬ 
vestors.  Also,  the  investor  actively  partici¬ 
pates  In  the  management  of  the  investee. 
For  these  and  other  reasons,  Investments  In 
301(d)  licensees  are  not  classified  as  Loans 
and  Investments  but  are  shown  as  a  separate 
asset  group  on  the  Statement  of  Financial 
Position.  Such  Investments  will  be  carried  on 
the  equity  method  of  accounting. 

c.  Current  assets  are  those  assets  that  are 
cash,  expected  to  be  converted  to  cash  or 
are  expected  to  be  expensed  in  the  next  oper¬ 
ating  business  cycle;  i.e.,  one  year  from  the 
statement  date.  While  current  assets  are  not 
grouped  as  such  for  other  Investment  com¬ 


panies,  regulatory  purposes  require  such  a 
grouping  for  3BICs. 

d.  Other  assets  are  those  assets  that  are  not 
otherwise  explained  above.  Included  are  fur¬ 
niture  and  equipment,  deferred  charges, 
funds  In  escrow  and  other  Items. 

2.  Liabilities  are  classified  according  to 
long-term  debt,  current  liabilities  and  other 
liabilities. 

a.  Long-term  debt  Includes  debt  of  the 
licensee  net  of  current  maturities.  Such  debt 
Is  grouped  according  to  that  which  is  pay¬ 
able  to  or  guaranteed  by  SBA  and  that  which 
is  payable  to  others.  It  should  be  noted  that 
long-term  debt  associated  with  assets  ac¬ 
quired  In  liquidation  Is  shown  as  a  deduction 
from  the  asset  rather  than  a  liability  of  the 
licensee. 

b.  Current  liabilities  are  those  liabilities 
requiring  the  payment  of  cash  during  the 
next  business  cycle;  le.,  12  months  from  the 
statement  date.  Included  are  accounts  pay¬ 
able,  accrued  Interest  and  taxes  payable,  cur¬ 
rent  maturities  on  long-term  debt,  dividends 
payable  and  other  current  Items. 

c.  Other  liabilities  are  those  not  otherwise 
classified  and  include  trust  receipts,  deferred 
credits  and  other  items. 

3.  Capital  accounts  are  grouped  accord¬ 
ing  to  paid-in  capital  and  surplus,  3  percent 
preferred  stock  sold  to  SBA,  unrealized  gain 
(loss)  on  securities  held  and  undistributed 
realized  earnings. 

a.  Paid-in  capital  and  surplus  represents 
the  licensee’s  capital  which  Is  the  basis  for 
leverage  and  other  regulatory  purposes  It 
Includes  the  par  value  of  capital  stock  Is¬ 
sued  and  capital  contributed  In  excess  of  par 
value.  The  total  of  these  two  Items  Is  re¬ 
duced  by  treasury  stock  and  the  net  amount 
becomes  the  leverage  and  regulatory  base. 

b.  3  percent  preferred  stock  issued  to  SBA 


Is  a  part  of  the  leverage  funds  obtained  by  a 
301(d)  licensee  from  SBA. 

While  such  preferred  stock  by  the  nature 
of  the  instrument  Is  equity.  It  Is  not  con¬ 
sidered  paid-in  capital  and  paid-in  surplus. 

c.  Unrealised  gain  (loss)  on  securities  held 
Is  the  net  unrealised  appreciation  on  securi¬ 
ties  held  after  an  allowance  for  taxes  as  of 
the  statement  date.  This  Is  the  amount  In 
column  2,  line  11,  on  the  Statement  of  Un¬ 
realized  Gain  (Loss)  on  Securities  Held. 

d.  Undistributed  realized  earnings  rep¬ 
resents  the  cumulative  balance  of  periodic 
net  Investment  Income  and  realized  gain 
(loss)  on  securities  sold,  less  dividend  dis¬ 
tributions.  Undistributed  realized  earnings 
Is  comprised  of : 

(1)  Non-cash  gain  on  sale  of  securities 
which  represent  notes,  securities  or  other 
assets  that  are  received  as  part  of  the  net 
sale  price  when  securities  are  sold  and, 

(2)  Undistributed  net  earnings  realized 
which  represents  undistributed  earnings 
realized  net  of  non-cash  gains  on  sale  of 
securities. 

4.  Retained  earnings  computation  in  note 
form  at  the  end  of  the  Statement  of  Finan¬ 
cial  Position  Is  designed  to  set  forth  "re¬ 
tained  earnings”  on  the  same  basis  and  in 
the  same  manner  as  It  was  viewed  on  the 
cost  basis.  Such  Retained  Earnings  will  be 
the  basis  for  dividend  declaration  (whether 
cash  or  stock)  or  the  basis  for  capitalizing 
earnings  by  corporate  resolution. 

"Retained  Earnings”  Is  Undistributed  Net 
Realized  Earnings  reduced  by  allowance  for 
losses  that  have  been  established  on  Loans 
and  Investments. 

5.  Description  by  line  item.  The  following 
schedule  la  a  description  by  line  item  as  to 
how  the  amounts  shown  on  the  statement 
of  financial  position  are  determined. 
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FINANCIAL  REPORT 

FOR  FISCAL  YEAR  ENOED _ _  1*. 


( Amount a  rounded  to  nrarmat  dollar ) 


ICENSE  NO. 

NAME  OF  LICENSEE 

MPLOTEN  IDENTIFICATION  NUMBER 

STNEET  AOONESS.  CITV.  ANO  STATE 

;  - 

IIP  CODE 

•  ■ 

- 

.  •;  S  •  :  „■  ‘  *  .■»  'V*'*-  ••  .d..  *  •'  1 

COUNTY 

STATEMENT  OF  FINANCIAL  POSITION 
AS  OF„ - . 


. •  '  ASSETS 

LOANS  AND  INVESTMENTS: 
Portfolio  Securities 

1.  Loans 

2.  Debt  Securities 

3.  Equity  Interests 


A/C 

A/C 


180,  184 


4.  TOTAL 

Assets  Acquired  in  Liquidation  of  Portfolio  Securities 

5.  Receivables  From  Debtors  on  Sale  of  Assets 
Acquired 

6.  Operating  Concerns  Acquired 

7.  Other  Assets  Acquired  (Net  of  Mortgages 

Payable  $  A/ C  313  ) 

8.  *  TOTAL 
Other  Securities 

9.  Notes  and  Other  Securities  Received 

10.  Total  Loans  and  Investments 

11.  Less  Current  Maturities 

12.  Loans  and  Investments  Net  of  Current  Maturities 


*•  VALUATION 

COST 

UNREALIZED 
DEPRECIATION  . 

UNREALIZED 
APPRECIATION.  . 

VALUE 

(D  . 

(2)  . 

+  (3) 

<4) 

less  173 

A/C  171 

— 

Total 

less  188 

A/c  187 

A/C  1S6 

Total 

,  194  and  197 

A/C  193,  196 

A/C  192,  195 

Total 

and  199 

Add  Items  1  thru  3 

and  198 

sub-total 

A/C  200 

A/C  203 

Total  *  ’ 

A/C  204 

a/c  206 

A/C  205 

Total 

A/C  207  less 

A/C  209 

A/C  208 

Total 

313 

Add 

items  5  thru 

7 

sub-total 

L/C  210  and  211  A/C  213 

A/C  212 

Total 

Add  items  4,  8,  and  9 

Total 

► _ Bin 

item  10  minus  11 


Investment  in  301  (d)  Licensee* 

13.  Name  _ 

License  No. 

Current  Assets 

14.  Cash 

15.  Invested  Idle  Funds 

16.  Interest  and  Dividends  Receivable  A/C  143, 

17.  Accounts  Receivable  A/C  140, 

18.  Less:  Allowance  for  Losses 

19.  Current  Maturities  of  Portfolio  Securities 

20.  Current  Maturities  of  Assets  Acquired 

21.  Current  Maturities  on  Othct  Securities 

22.  Other  Current  Assets  * 


A/C  160 


A/C  100  thru  120 

A/U130  thru"  137  sub_toCai  . 

145 

141  sub-total 

A/C  142,144  sub-total 

A/C  150 

T/n 5? — 

A/C  154  sub- total 

A/C  156  Items  14  thru  22 


Other  Assets: 

23*  Furniture  5  Equipment 

Less:  Accumulated  Depreciation 
24.  Funds  in  Escrow 
25*  Other  * 

26.  TOTAL  ASSETS 


A/C  230  ^ 

Al.<±.m  fyg-.totai 

a  _ 

.*  Items  12,  13,  14 

thru  25 


NOTE:  Column  Headings  Apply  to  Items  1  thouugh  12  Only 

(Cost  -  Unrealized  Depreciation  ♦  Unrealized  Appreciation  •  Value) 

a.  A/C  220,  221,  240,  241,  242,  255,  256,  and  259. 
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STATEMENT  OF  FINANCIAL  POSITION  (CONTINUED) 

.  AS  OF _ _ _ 


LIABILITIES  A  CAPITAL 
Long-Term  IVht  < NVt  <M  Current  Mntufit  ies)* 
27.  Notes  and  Debentures  Payable  To 
•r  Guaranteed  by  SBA 

2S.  Notes  and  Debentures  Payable  to  Others 

2*.  TOTAL 
Current  Liabilities 
30.  Accounts  Payable 
3L  Accrued  Intetest  Payable 

32.  Accrued  Taxes  Payable 

33.  0*  Cutxent  Maturities  o f  Line  27 
b.  Current  Maturities  of  Line  23 

34.  Dividends  Payable 

35.  Other  Current  Liabilities* 


3§.  TOTAL 
Other  Liabilities 

37.  Trust  Receipts 

38.  Deferred  Credits 

39.  Other  Liabilities* 


40.  TOTAL  LIABILITIES 

CAPITAL 
4L  Capital  Stock 

42. '  Paid-in  Surplus 

43.  Loss:  Treasury  Stock,  at  cost 

44.  Paid-in  Capital  Stock  and  Surplus  (Rea.  Cop.  $ 
4$.  3%  Preferred  Stock  Issued  to  SBA 

(301  (d)  Licensee's  only) 

AS.  Unrealized  Gain  (Loss)  on  Securities  Held 

47.  Non-Cash  Gain  on  Sale  of  L.curities 

48.  Undistributed  Net  Realized  Earnings 

49.  TOTAL  CAPITAL 

».  TOTAL  LIABILITIES  A  CAPITAL 


A/C  300,  301,  and  310 
A/C  ill,  312,  and  320 


Itaas  27  and  28! 


Jt/C  340 
A/C  330 


l! 


A/C  330 
A/C  33i 


A/C  3>l  and  j:>4 


sub-total 


’A/ C " 'J6U" EKnT'364 

~A/C -JbB — Items  30  th*U 


Sub» total  1 


A/C  370,  374,  and  378 
A/C  380  anTT83 

A/C  $90~  Items  37  thru 


Items  29,  36  thru 

;  - 39 


A/C  400 

~TJZ 


thru  414 


sub-total 


J  - 


A/C  4l5  thru  419 
aub-total 

A/C  430 


A/C  440  Less  A/C  445  an( 

448  ’ 


A/C  450 
A/C  451  JBlh-ftgtll. 


Items  44  thru  48 
Items  40  and  49 


MOTE:  Retained  Earnings  Available  for  Dividend  Declaration  or  Capitalization  la 
Accordance  With  SBA  Regulations  Computed  As  Follows: 

Undistributed  Net  Realized  Earnings  (Line  48) 

Loss:  Provision  for  losses  « 

Retained  Earnings 


A/C  451 
♦A/f.  445- 
■  Total- 


*The  balance  In  this  account  to  the  extent  that  it  represents 
allowance  for  losses  on  loans  and  investments. 
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D.  Statement  of  undistributed  realized 
earnings.  This  statement  is  designed  to 
analyze  the  activity  In  undistributed  re¬ 
alized  earnings  by  non-cash  gains  on  Sale 
of  Securities  and  undistributed  net  earnings 
realized.  The  Ending  Balances  of  this  state¬ 
ment  are  the  same  as  Items  47  and  48  on 
the  Statement  of  Financial  Position. 

Column  1  “non-cash  gains”  activity  can 
be  determined  by  reviewing  account  460. 
“Undistributed  net  Earnings”  Column  a  ac¬ 
tivity  can  be  determined  by  reviewing 
account  461. 

1.  Beginning  balance.  State  the  ending 
balances  shown  on  the  financial  report  for 
the  prior  period. 

2.  (a)  Net  investment  income.  State  as 
undistributed  net  earnings  the  amount 
shown  as  Item  37  on  the  Statement  of  .Op¬ 
erations  Realized. 

3.  (b)  Realized  gain  (loss)  on  sale  of  secu¬ 
rities.  State  the  amount  shown  In  column  7, 
Item  16  of  the  Statement  of  Realized  Gain 
(Loss)  on  Sale  of  Securities  under  non-cash 


gains.  State  the  net  of  amounts  of  Item  16, 
column  6  minus  column  7  of  the  Statement 
of  Realized  Gain  (Loss)  on  Bale  of  Securities 
under  Undistributed  Net  Earnings.  The  total 
of  this  Item  should  agree  with  amount  In 
column  6,  Item  15  of  the  Statement  of 
Realized  Gain  (Loss)  on  Sale  of  Securities 
and  the  amount  In  Item  43  of  the  State¬ 
ment  of  Operations. 

3.  Adjustments:  collections  of  non-cash 
gains  will  be  a  decrease  In  column  1  “non¬ 
cash  Gains”  and  will  be  an  Increase  In  col¬ 
umn  a  “Undistributed  Net  Earnings.”  There 
will  be  no  effect  on  column  8,  “total”. 

4.  Total.  Aggregate  of  lines  1,  3,  ft  3. 

6.  Deductions: 

5  (a),  (b),  and  (c)  Dividends  are  to  be 
paid  out  of  Undistributed  earnings  only. 
Therefore,  dividends  will  be  entered  In  col¬ 
umn  a. 

6.  Ending  balance  Is  determined  by  sub¬ 
tracting  5(e)  “total  Deductions”  from  Item  4 
that  represents  the  beginning  balance  plus 
additions. 


STATEMENT  OF  UNDISTRIBUTED  REALIZED  EARNINGS 


DESCRIPTION  - 

L  Beginning  Balance 
2.  Additions: 

a.  Kct  Investment  Income 

b.  Realised  Cain  (Loss)  on  Sale  of  Securities 

c.  __________ 

d.  Total  Additions  , 

X  Adjust:  Collections  of  non-cesli  Gain 

4.  Total  (Lines  1,2,3) 

5.  Deductions: 

a.  Dividends  •  Cash 

b.  Dividends  •  Stock 

c.  Dividends  .  in  Kind**  i  ^ 

d  - 

e.  Total  Deductions 
4  Ending  Balance 


NON-CASH  UNDISTRIBUTED 

CAINS  KCT  EARNINGS 


TOTAL 


( _ j  _  ULULLLUJ 


minimi  - 
minimi  _ 
nmn nn 


•Piovidc  in  note  form  tl«e  composition  of  these  items.  Note  to  Item  13  should  include  percent  owned,  cost  tusis  ar*!  '• 

result  inf,  from  equity  method  of  accountings 

••Name  of  Si'.C  _ _ _  10  No. _ _ _ 

Nvm  k'l  ut  sluices  heinj;  UistiiUitcd  - 
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E.  Statement  of  operations  realized.  This 
statement  Is  designed  to  measure  separately 
Net  Investment  Income  and  Realized  Gain 
(Loss)  cm  Sale  of  Securities.  Such  measure¬ 
ment  Is  of  realized  operations  only  and  Is  on 
the  accrual  basis  of  accounting. 

1.  Net  investment  income  Is  the  result  of 
measuring  revenue  and  expenses  associated 
with  Investment  and  management  assistance 
activities  of  a  licensee  other  than  realized 
gain  (loss)  on  securities  sold.  Revenue  Is 
organized  by  source;  i.e.,  from  portfolio, 
from  services  provided,  or  from  other 
sources.  Expenses  are  grouped  according  to: 

a.  Financial  Expenses; 

b.  Remuneration; 

c.  Initiating  and  Servicing  oosts; 

d.  Fixed  Facilities;  and 

e.  Other  costs. 

Provision  for  taxes  Is  the  final  measure¬ 
ment  prior  to  determination  of  net  Invest¬ 
ment  Income. 

a.  Realized  gain  (loss)  on  sale  of  securities 
is  a  function  of  operations  that  is  measured 
separately  from  net  Investment  Income. 
Whfle  the  Statement  of  Realized  Gain  (Loss) 
on  Sale  of  Securities  provides  a  detailed 
analysis  of  realized  gain  or  losses,  the  State¬ 
ment  of  Operations  shows  In  the  aggregate, 
Net  Sales  price  of  securities  sold  during  the 
period,  the  cost  of  such  securities  sold  and 
a  provision  for  taxes  on  the  resulting  gain. 
The  remainder  becomes  net  realized  gain 
(lorn)  on  aale  of  securities. 

3.  Description  by  line  item.  The  following 
schedule  Is  a  description  by  line  Item  as  to 
how  the  amounts  shown  on  the  Statement 
of  Operations  Realized  are  developed.  The 
amounts  for  Investment  Income  are  derived 
primarily  from  the  general  ledger  accounts. 
Therefore,  the  accounts  whose  balances  com¬ 
prise  the  amounts  that  are  shown  on  the 
statement  are  identified  by  account  number 
at  the  appropriate  line  item.  The  amounts 
for  Realized  Gain  (Loss)  on  Sale  of  Securi¬ 
tise  are  based  on  lines  11  through  15  of  the 
Statement  of  Realized  Gain  (Loss)  on  Sale 
of  Securities 
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STATEMENT  OF  OPERATIONS  REALIZED 
FOR _ MONTHS  ENDED  - 


INVESTMENT  INCOME 


REVENUE 
From  Portfolio 

L  kHttMt  on  Loan*  and  Debt  Securities 
2.  Dividend  Income 

From  Services  Provided 
3l  Management  Services 

4.  Application  and  Other  Fees 
From  Other  Sources 

5.  Interest  on  Invested  Idle  Funds 
L  Income  from  Assets  Acquired  in 

Investments 


aub-total 


532 

500.  534  &  536  sub-total 


Liquidation  o 
(Net  of  S  — l 
7.  Other  Income 


sub-total 


Total 


6.  TOTAL  REVENUE 


EXPENSES 
Financial  Expenses 
9.  Interest  on  Long-term  Debt 
10.  Commitment  Fees 
1L  Other  Financial  Costs 
Q.  Total  Financial  Expenses 
Remuneration 
U  Officer  Salaries 
K  Employee  Salaries 

15.  Employee  Benefits 

16.  Investment  Advisory  and  Management  Services 

17.  Director’s  and  Stockholder’s  Meetings 


sub-total 


sub-total 


IS.  Total  R  enumeration 

Initiating  1  Servicing  Costs 

19.  ,  Advertising  A  Promotion 

20.  Appraisal  A  Investigation 
2L  Communication 

22. 1  Legal  Fees 
23>  Travel  Expense 


sub-total 


24.  Total  Initiating  A  Servicings  Costa 

Fixed  Facilities 

25.  Cost  of  Space  Occupied 

26.  Depreciation  Expense 

27.  Amortization  Expense 


sub-total 


26.  Total  Fixed  Facilities 
Other  Costs 

29.  Audit  and  Examination  Fees 

30.  Insurance  Expense 

31.  Taxes  Expense  (Excluding  Income  Taxes) 

32.  Miscellaneous  Expenses 


Total 


34.  TOTAL  EXPENSES 

35.  NET  INVESTMENT  INCOME  BEFORE  PROVISION  FOR 
INCOME  TAXES 

36.  a.  Provision  for  Income  Taxes 

h.  Less  Deferred  Credit  to  Feture  Taxes 

37.  NET  INVESTMENT  INCOME 


36.  Net  Sale  Price: 
a.  Cash  - 

h.  Non -monetary  Receipts 

39.  Cost  of  Securities  Sold 

40.  Net  Prior  to  Income  Tax  Provision 

41.  Less  Provision  for  Income  Taxes 

42.  NET  REALIZED  (.AIN  (LOSS)  ON  SALE  OF  SECURITIES 
SBA  Form  46S  •  Part  I  (3’74) 


FEDERAL  REGISTER,  VOL  39,  NO.  107— MONDAY,  JUNE  3,  1974 


19733 


PROPOSED  RULES 


P.  Statement  of  unrealized  gain  (loss)  on 
securities  held.  This  statement  summarizes 
the  results  of  the  valuation  process  of  securi¬ 
ties  held  as  of  the  statement  date  as  com¬ 
pared  to  the  previous  statement  date  and  dis¬ 
closes  the  net  change  In  the  Unrealized  Gain 
(Loss)  on  Securities  Held. 

The  types  of  securities  held  are  the  primary 
groupings  of  loans  and  Investments  as  set 
forth  In  items  1  through  12  of  the  Statement 
of  Financial  Position  and  are  (1)  portfolio 
Securities.  (2)  assets  acquired  in  Liquidation 
of  Portfolio  Securities,  and  (3)  other 
Securities. 


In  arriving  at  net  unrealized  gain  (loss)  on 
securities  held,  consideration  must  be  given 
to  unrealized  appreciation  (valuation  above 
cost)  and  unrealized  depreciation  (valuation 
below  cost)  of  such  securities.  To  the  extent 
that  unrealized  appreciation  exceeds  unreal - 
ized  depreciation,  a  provision  for  Income 
taxes  will  be  made. 

1.  Source  of  data.  The  Beginning  Rni^rw^. 
(Column  1)  of  the  Items  shown  In  this  state¬ 
ment  are  those  amounts  shown  as  ending 
balances  on  the  Statement  of  Unrealized 


Gain  (Loss)  on  Securities  Held  for  the  prior 
period.  The  Ending  Balance  (Column  g)  of 
Items  shown  on  this  statement  are  based  on 
the  “Analysis  of  Unrealized  Gain  (Loss)  on 
Securities  Held"  which  Is  Page  III  in  the 
Management  Report,  Part  II  of  the  Annual 
Report,  SBA  Form  468. 

The  net  change  (Column  3)  Is  the  differ¬ 
ence  between  columns  1  and  2. 


2.  Description  by  line  item.  The  following 
schedule  Is  a  description  by  11  ~e  Item  as  to 
how  the  amounts  shown  on  the  statement  are 
developed. 


No.  107— Pt.  IV - 10 
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LICENSEE:  _ __ 

STATEMENT  OF  UNRFALIZED  CAIN  (LOSS) 
ON  SECURITIES  »S:LD 

FOR _ MONTHS  ENDED  _ 


Beginning 

Ending 

Net 

DESCRIPTION 

Balance 

Balance 

Chance 

(1) 

(2) 

O) 

* 

(2)  -  ( 

> 


Unrealized  Appreciation: 


1.  Portfolio  Securities 

2.  Assets  Acquired  in 
Liquidation  of 
Portfolio  Securities 

3.  Other  Securities 

4.  Total 


Unrealized  Depreciation: 

5.  Portfolio  Securities 

6.  Assets  Acquired  in 
Liquidation  of 
Portfolio  Securities 

7.  Other  Securities 

8.  Total 


9.  Net  Unrealized 

Appreciation  (Depreciation) 
on  Securities  Held 


10.  Less:  Provision  for  Taxes  * 


11.  Net  Unrealized  Cain  (Loss) 
on  Securities  Held 


JS  3 

•  OT 

I  g 

91? 


Line  7,  Col.  4 


Os 

• 

•o 

H 

Line 

7, 

Col.  8 

X 

m 

Line 

7, 

Col.  9 

QO 

*4 

— »-> — 

Line 

2*_ 

Col.  10 

Line  17,  Col.  4 


Line  17,  Col.  8 
Line  17,  Col.  9 
Line  17,  Col.  10 


Line  18,  Col.  10 


Line  21.  Col.  10 


*  See  Analysis  of  Unrealized  Gain  (Loss)  on  Securities  Held,  Management  Report 
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O.  Statement  of  change  in  financial  posi¬ 
tion.  This  statement  is  designed  to  measure 
the  “Inflows**  and  “outflows’*  of  cash  during 
the  period  and  the  resulting  Increase  or  (de¬ 
crease)  In  cash  Including  Invested  Idle  funds. 
This  statement  Is  closely  related  to  the  State¬ 
ment  of  Operations  Realized  and  the  State¬ 
ment  of  Financial  Position. 

The  following  description  by  line  item  ex¬ 
plains  how  the  amounts  shown  on  the  State¬ 
ment  of  Changes  In  Financial  Position  are 
developed. 

Source  of  Funds 

1.  Net  investment  income  (loss) .  Enter  the 
amount  shown  on  line  37  of  the  Statement  of 
Operations  Realized. 

2.  Depreciation,  amortization,  provision  for 
loss  on  receivables.  Enter  the  total  of 
amounts  In  accounts  655,  656,  and  680  which 
amounts  have  been  shown  In  line  Items  26, 
27,  and  32  of  the  Statement  of  Operations 
Realized. 

3.  Total.  Add  amounts  shown  In  items  1 
and  2. 

4.  Net  realized  gain  (loss)  on  sale  of  securi¬ 
ties.  Enter  the  amount  shown  on  line  42  of 
the  Statement  of  Operations  Realized. 

5.  Total.  Add  amounts  shown  In  items  3 

and  4. 

8.  Repayments  of  loans  and  debt  securities. 
Enter  the  total  of  amounts  shown  on  line 
Item  5  Columns  1  and  2  of  Summary  of  Port¬ 
folio,  (Schedule  A)  of  the  Management  Re¬ 
port. 

7.  Sale  of  equity  interest.  Enter  the  amount 
shown  on  line  5,  column  6,  In  the  Summary  of 
Portfolio  (Schedule  A)  of  the  Management 
Report. 

8.  Collection  from  debtors  on  sale  of  assets 
acquired.  Enter  the  amount  shown  on  line  5, 
column  1,  Analysis  of  Assets  Acquired  (Sched¬ 
ule  B)  of  the  Management  Report. 

9.  Sale  of  assets  acquired.  Enter  the  total 
of  amounts  shewn  on  line  5,  columns  2  and 
3,  Analysis  of  Assets  Acquired  (Schedule  B) 
of  the  Management  Report. 


10.  Decrease  in  current  assets  (net  of  cash 
and  invested  idle  funds) .  Enter  the  amount 
of  net  change  from  cash  transactions  of 
Items  16  through  22  of  the  Statement  of 
Financial  Position  If  that  amount  Is  a  de¬ 
crease  during  the  period. 

11.  Decrease  in  other  assets.  Enter  the 
amount  of  net  change  from  cash  transac¬ 
tions  of  Items  9,  13,  23  thru  25  of  the  State¬ 
ment  of  Financial  Position  If  that  amount 
Is  a  decrease  during  the  period. 

12.  Increase  in  long-term  debt  due  to  or 
guaranteed  by  SB  A.  Enter  the  amount  of  bor¬ 
rowings  by  the  licensee  during  the  period 
that  were  reflected  as  Increases  In  accounts 
300,  301  and  310. 

13.  Increases  in  Umg-term  debt  due  to 
others.  Enter  the  amount  of  borrowings  by 
the  licensee  during  the  period  that  were  re¬ 
flected  as  Increases  In  accounts  311,  312,  and 
320. 

14.  Increase  in  current  liabilities.  Enter 
the  amount  of  net  change  from  cash  trans¬ 
actions  of  Items  30  through  33  and  35  of 
the  Statement  of  Financial  Position  If  that 
amount  Is  an  Increase  during  the  year. 

15.  Increase  in  other  liabilities.  Enter  the 
amount  of  net  change  during  the  period 
from  cash  transactions  of  Items  37,  38  and 
39  of  the  Statement  of  Financial  Position 
If  the  amount  Is  an  Increase. 

16.  Sale  of  licensee’s  stock.  Enter  amount 
of  Increase  from  cash  transactions  during 
the  period  of  Items  41  through  45  of  the 
Statement  of  Financial  Position. 

17.  Total  funds  provided.  Add  amounts 
shown  In  Items  5  through  16. 

Application  of  Funds 

18.  Loans  and  debt  securities.  Enter  the 
total  of  amounts  shown  on  line  item  2,  col¬ 
umns  1  and  2  of  Summary  of  Portfolio 
(Schedule  A)  of  the  Management  Report. 

19.  Equity  interests.  Enter  the  amount 
shown  on  line  2,  column  6  In  the  Summary 
of  Portfolio  (Schedule  A)  of  the  Management 
Report. 

20.  Increase  in  assets  acquired.  Enter  the 


amount  shown  on  line  2,  column  4,  Analysis 
of  Assets  Acquired  In  Liquidation  of  Port¬ 
folio  Securities  (Schedule  B)  of  the  Man¬ 
agement  Report. 

21.  Increase  in  current  assets  (net  of  cash 
and  invested  idle  funds) .  Enter  the  amount 
of  net  change  from  cash  transactions  of 
Items  16  through  22  of  the  Statement  of 
Financial  Position  If  that  aomunt  Is  an  in¬ 
crease  during  the  period. 

22.  Increase  in  other  assets.  Enter  the 
amount  of  net  change  from  cash  transactions 
of  Items  9,  13,  23,  thru  25  of  the  Statement 
of  Financial  Position  If  that  amount  Is  an 
Increase  during  the  period. 

23.  Decrease  in  long-term  debt  due  to  or 
guaranteed  by  SB  A.  Enter  the  amount  of 
debt  repaid  by  the  licensee  during  the  period 
that  was  reflected  as  decreases  In  accounts 
300,  301,  310,  and  330. 

24.  Decrease  in  long-term  debt  due  to 
others.  Enter  the  amount  of  debt  repaid  by 
the  licensee  during  the  period  that  was  re¬ 
flected  as  a  decrease  In  accounts  311,  312, 
320,  and  331. 

25.  Decrease  in  current  liabilities  (net  of 
dividends) .  Enter  the  amount  of  net  change 
during  the  period  resulting  from  cash  trans¬ 
action  of  Items  30  through  33  and  35  of  the 
Statement  of  Financial  Position  If  the 
amount  Is  a  decrease. 

26.  Payment  of  dividends.  Enter  the 
amount  of  dividends  paid  In  cash  during  the 
year  as  shown  in  accounts  360  through  364. 

27.  Decrease  in  other  liabilities.  Enter  the 
amount  of  net  change  during  the  period 
from  cash  transactions  of  Items  37,  38,  and  39 
of  the  Statement  of  Financial  Position  If 
that  amount  is  a  decrease. 

28.  Total  funds  applied.  Add  Items  18 
through  27. 

29.  Increase  (decrease)  in  cash  and  in¬ 
vested  idle  funds.  Enter  the  amount  of  net 
Increase  or  (decrease)  during  the  period  of 
items  14  and  15  of  the  Statement  of  Finan¬ 
cial  Position.  This  amount  should  be  the 
same  as  the  net  of  item  17  minus  28  of  this 
statement. 
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STATEMENT  OF  CHANCE  IN  FINANCIAL  POSITION 
FOR _ MONTHS  ENDED _ _ _ 


SOURCE  OF  FUNDS 

From  Opcrat i on*  Realized 

1.  Net  Investment  Income  (Loss) 

2.  Add:  Depreciation,  Amortization,  Provision  (or  toss  on  Receivables 

3.  TOTAL 

4*  Net  Realized  Gain  (Loss)  on  Sate  of  Securities 

5.  TOTAL 

Decrease  in  Portfolio  Securiti cs 

6.  Repayment  of  Loans  &  Debt  Securities 
7*  Sale  of  Equity  Interests 

Decrease  in  Ass ets  Acquired: 

3.  Collection  from  Debtors  on  Sale  of  Assets  Acquired 
9.  Sale  of  Assets  Acquired 

10.  Decrease  in  Current  Assets  (Net  of  Cash  and  Invested  Idle  Funds) 

11.  Decrease  in  Other  Assets 
Increase  in  Long-term  Debt: 

12.  Due  to  or  Guaranteed  by  SBA 

13.  Due  to  Others 

14.  Increase  in  Current  Liabilities 

15.  Increase  in  Other  Liabilities 
'16.  Sale  of  Licensee’s  Stock 

17.  TOTAL  FUNDS  PROVIDED 

APPLICATION  OF  FUNDS 


Inctease  in  Portfolio  Securities 

18.  Loans  and  Debt  Securities  __________ 

19.  Equity  Interests  _________  _________ 

20.  Increase  in  Assets  Acquired  __________ 

21.  Increase  in  Current  Assets  (Net  of  Cash  and  Invested  Idle  Funds)  •  ___________ 

22.  Inctease  in  Other  Assets 
Decrease  in  Long-term  Debt: 

23.  Due  to  or  Guaranteed  by  SBA  *  ________ 

24.  Due  to  Others  .  _________ 

25.  Decrease  in  Current  Liabilities  (Net  of  Dividends)  __________ 

26.  Payment  of  Dividends  ■ 

27.  Decrease  in  Other  Liabilities  _________ 

28.  TOTAL  FUNDS  APPLIED  _ 

29.  Increase  (Decrease)  in  Cash  and  Invested  Idle  Funds  (Line  17  minus  Line  28)  ====== 
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H.  Statement  of  realized  gain  (lots)  on  sale 
of  securities,  since  gain  or  loss  or  sale  of  se¬ 
curities  Is  considered  realized  at  the  point  of 
sale  rather  than  at  the  point  of  collection, 
this  statement  measures  net  gain  (loss)  on 
securities  sold  according  to  cash  and  non¬ 
cash  gains.  It  provides  supporting  detail  to 
the  Statement  of  Operations  Realized. 

Although  this  statement  is  entitled  “State¬ 
ment  of  Realized  Gain  (Loss)  on  Sale  of 
Securities”  it  is  intended  to  Include  securities 
written  off  as  worthless. 

The  following  description  by  column  and 
by  line  item  explains  how  the  amounts 
shown  on  the  Statement  of  Realized  Oaln 
(Loss)  on  Sale  of  Securities  are  developed. 

Column  1:  " Net  Sale  Price”.  The  net  sale 
price  will  Include  both  monetary  and  non¬ 
monetary  assets  received  by  the  licensee  upon 
sale  of  securities  but  will  be  net  of  normal 
selling  expenses.  It  will  be  the  total  of 
amounts  shown  in  columns  2  and  3. 

Column  2:  "Cash  Received”.  A a  implied, 
this  will  Include  cash  and  cash  items  only. 
It  should  be  noted  that  purpose  of  this  col¬ 
umn  is  more  restrictive  than  “monetary  as¬ 
sets”  as  defined  in  AFB  No.  29. 

Column  3:  "Nan-Monetary  Receipts.”  By 
definition,  include  receipts  other  than  cash 
or  cash  items.  APB  No.  29  would  include 
notes  receivable  in  cash  to  be  a  monetary 
asset  and  therefore,  not  a  non-monetary  re¬ 
ceipt.  Licensees,  however,  will  consider  notes 
receivable  to  be  non-monetary  receipts.  The 
non-monetary  assets  received  in  each  sale 
should  be  explained  in  note  form  to  this 
schedule. 


Column  4:  "Cost  of  Securities  Sold.”  This 
column  will  Include  the  licensee’s  cost  basis 
of  securities  sold.  Cost  will  not  be  affected  by 
unrealized  depreciation  (provision  for  losses) 
or  unrealized  appreciation.  Rather,  apprecia¬ 
tion  or  depreciation  previously  recorded  for 
securities  sold  will  be  reversed  at  the  time  of 
sale. 

The  one  exception  to  this  rule  will  be  the 
sale  of  an  equity  Interest  In  an  unincorpo¬ 
rated  concern.  Since  the  equity  method  of 
accounting  applies,  the  carrying  value  will 
be  other  than  cost.  Therefore,  the  carrying 
value  will  be  shown  In  column  4  rather  than 

C03t. 

Column  t:  “Cash  Gains”.  This  column 
measures  gains  realized  In  cash.  Such 
amounts  are  determined  by  comparing  cash 
received  (column  2)  on  sale  of  securities  with 
cost  of  securities  sold  (column  4).  When 
cash  exceeds  the  cost,  the  result  is  a  net  cash 
gain.  However,  if  the  cost  exceeds  the  cash, 
a  non-cash  gain  will  be  recognized  to  the 
extent  a  gain  is  shown  in  column  5.  When 
a  loss  is  realized  there  will  be  no  amount 
shown  in  column  6  or  7. 

Column  7:  " Non-Cash  Gain”.  This  column 
will  measure  gains  realized  representing  re¬ 
ceipts  other  than  cash.  It  is  determined  by 
comparing  net  gains  shown  In  column  5  and 
cash  gains  shown  In  column  8. 

2.  Line  item  description.  The  line  item 
organization  and  groupings  are  the  same  as 
items  1  through  10  of  the  Statement  of  Fi¬ 
nancial  Position  with  one  exception;  the  ad¬ 
dition  of  Invested  Idle  Funds  (item  15  of  the 


Statement  of  Financial  Position)  as  item  10. 
Concerning  line  item  3  “Equity  Interests." 
this  item  includes:  (a)  capital  stock  of  SBCs, 
(b)  Equity  Interests  of  Unincorporated  Con¬ 
cerns,  and  (c)  Warrants,  options  and  other 
stock  rights. 

It  should  be  noted  that  the  amounts  in  col¬ 
umn  5  will  be  the  net  amount  of  balance  in 
the  following  accounts: 


Line  item  Accounts 

1.  Loans _  701. 

2.  Debt  securities _  572,  702. 

3.  Equity  Interests _  574,  576,  577, 

705,  706,  707. 

5.  Receivables  from  debt¬ 

ors  on  sale  of  assets 

acquired _  578,  708.  * 

6.  Operating  concerns _  578,  708. 

7.  Other  assets  acquired. .  578,  708. 

9.  Other  securities _  579,  709. 

10.  Invested  idle  funds _  570,  700. 

12.  Federal  income  taxes..  722.1. 

13.  State  and  local  income 

taxes  -  722.2. 


The  amounts  shown  in  item  11,  columns  1 
through  5,  and  item  14  are  to  be  entered  in 
items  38  through  42  of  the  Statement  of 
Operations  Realized.  The  amounts  shown  in 
item  15  are  to  be  entered  in  item  2(b)  of  the 
Statement  of  Undistributed  Realized  Earn¬ 
ings.  It  should  be  noted  that  the  amount 
entered  In  “Undistributed  Net  Earnings”  is 
net  amount  of  column  5  minus  column  7, 
line  15  of  Statement  of  Realized  Gain  (Loss) 
on  Sale  of  Securities. 
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I.  Statement  of  commitments  and  guar¬ 
antees.  This  statement  provides  a  schedule 
of  outstanding  commitments  of  the  Licensee 
to  provide  funds  to  small  business  concerns. 
It  also  shows  by  small  business  concerns  the 


* 


amount  of  such  concern’s  debt  to  a  third 
party  the  Licensee  has  guaranteed.  Such 
amounts  will  he  shown  according  to  Port¬ 
folio  Securities  or  Assets  Acquired  In  Liqui¬ 
dation  of  Portfolio  Securities. 


The  following  schedule  Is  a  description  as 
to  how  the  amounts  shown  on  the  State¬ 
ment  of  Commitments  and  Guarantees  are 
developed. 
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J.  Schedule  of  loans  and  investments. 
This  Schedule  will  show  loans  and  Invest¬ 
ments  outstanding  at  the  Statement  date  by 
Small  Business  Concerns  grouped  Into  the 
following  categories:  (1)  “Portfolio  secu¬ 
rities"  segregated  by  publicly  held  SBCs  and 
privately  held  SBCs;  and  (2)  "assets  ac¬ 
quired  In  liquidation  of  portfolio  securities," 
and  (3)  “other  securities.” 

The  Schedule  will  contain  the  name  of 
the  Small  Business  Concern,  brief  descrip¬ 
tion  of  the  securities,  cost  basis,  valuation 
by  Board  of  Directors  and  potential  equity 
Interest  In  the  concern.  On  publicly  traded 
securities,  the  exchange  on  which  the  secu¬ 
rity  is  traded  should  be  indicated  by  symbol 
and  legend. 

An  Illustrated  schedule  of  loans  and  In¬ 
vestments  Is  contained  In  the  Audit  Oulde 
(Appendix  A)  on  page  38. 

m.  Management  Report 

A.  General.  The  Management  Report  (Part 
n,  SBA  Form  468)  Is  designed  to  provide 
SBA  with  analytical  data  on  the  licensee’s 
operations. 

The  schedules  In  this  report  are  designed 
to  cover  a  variety  of  situations.  The  preparer 
of  the  report,  however,  should  recognize  that 
when  a  particular  schedule  does  not  apply 
to  his  licensee’s  operations,  the  schedule 
should  be  omitted.  Accordingly,  If  the  li¬ 
censee  has  no  assets  acquired  In  liquidation, 
pages  9  through  13  will  be  omitted. 

The  table  of  contents  to  the  Management 
Report  summarizes  the  Information  con¬ 
tained  In  the  report  and  Is  as  follows. 

Table  or  Contents 

Sched¬ 

ules. 

Size  and  classification _ 

Overview  of  licensee’s  operations _ 

Analysis  of  unrealized  gain  (loss)  on 

securities  held _ 

Summary  of  portfolio  securities _ 

Schedules  of: 

Loans _ 

Debt  securities _ 

Capital  stock  of  SBCs _ 

Equity  Interests  of  unincorporated 

SBCs . . 

Warrants,  options,  and  other  stock 

rights  acquired  from  SBCs _ 

Details  of  certain  portfolio  secu¬ 
rities  _ _ 

Allowance  for  losses  on  portfolio  se¬ 
curities  _ 

Analysis  of  assets  acquired  In  liquida¬ 
tion  _ 

Schedules  of: 

Amounts  due  from  debtors  on  sale 

of  assets _ 

Operating  SBCs _ 

Analysis  by  operating  SBCs _ 

Other  assets  acquired  In  liquidation. 
Participation  and  joint  financing _ 
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ules 


Cash  and  Invested  Idle  funds _  12 

Average  dally  cash  and  Invested  Idle 
funds  balances  on  a  monthly  basis.  18 

Long-term  debt -  14 

Capital  stock  of  licensee -  15 

Options  on  licensee’s  capital  stock _  16 

Shareholders,  officers,  and  directors  of 

licensee _  17 

Actual  loss  experienced  on  receivables, 

loans,  and  Investments _  18 

Management  certification _ 


B.  Size  and  classification.  This  data  sheet 
provides  Information  on  the  licensee’s  size, 
ownership,  Investment  policy  and  venture 
capital  status. 

1.  Size  should  be  measured  in  total  assets  as 
shown  on  line  26  of  the  Statement  of  Finan¬ 
cial  Position.  This  measurement  Is  Indicative 
of  funds  invested  In  or  available  for  Invest¬ 
ment  In  small  business. 

2.  Ownership  1b  measured  according  to 
bank  owned  or  related,  other  corporate  entity, 
or  Individually  owned. 

Licensees  are  presumed  to  be  owned  by  a 
Financial  Corp.  or  non-flnanclal  corp.  If  50 
percent  or  more  of  its  stock  Is  owned  by  such 
corporation.  Otherwise,  the  licensee's  owner¬ 
ship  Is  considered  to  be  “ individual y  owned.” 

Concerning  publlo  or  non-public,  l.e.,  pri¬ 
vate  ownership,  a  company’s  stock  Is  con¬ 
sidered  to  be  publicly  owned  If  the  company 
has  sold  Its  stock  In  the  market  place  to 
raise  capital  and  It  Is  regulated  by  the 
Securities  and  Exchange  Commission.  Other¬ 
wise,  the  company  Is  considered  to  -be 
privately  owned. 

3.  Investment  policy  should  be  that  which 
the  licensee  has  adopted  as  set  forth  In  Its 
proposal  to  operate,  as  amended. 

4.  Venture  capital  status  should  be  based 
on  the  computation  made  in  accordance  with 
i  107.202  of  SBA  regulations. 

A  Size  and  Classification 

j  SIZE — IN  TOTAL  ASSETS 

2  □  Zero  to  82  million. 

6  □  $2  million  to  85  million. 

□  85  million  to  810  million. 

4  □  Over  810  million. 

g  OWNERSHIP 

□  Bank  owned  (95% or  more). 

6  □  Partially  Bank  owned  ( _ % ) . 

□  Financial  corp.  other  than  Bank  or  Bank 

7  Hold.  Co. 

□  Public. 

B  □  Non-public. 

□  Non -Financial  Corp. 

□  Public. 

9  □  Non-public. 

9a  □  Individually  owned 

10  □  Public. 

11  □  Private. 
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INVESTMENT  POLICY 

□  Diversified. 

□  Non-dlverslfled 

(SIC  code,  2  digit . ). 

□  Venture  Capital  Qualified. 

□  Not  Venture  Capital. 

VENTURE  CAPITAL  STATUS 

C.  Overview  of  licensee’s  operations.  The 
“Overview”  Is  Intended  to  be  a  summary  of 
the  licensee’s  operations  for  the  period  com¬ 
pleted  viewed  from  the  standpoint  of  the 
Licensee’s  management.  It  should  contain 
significant  events  affecting  the  licensee's 
operations  that  would  assist  the  reader  in 
understanding  the  data  contained  in  the  re¬ 
port.  Accordingly,  the  following  description  Is 
a  guide  as  to  what  the  overview  should 
contain. 

Overview  or  Licensee's  Operations 

The  overview  is  intended  to  be  a  narrative 
summary  of  the  Licensee’s  operations  dur¬ 
ing  the  year  recently  completed.  It  will  sum¬ 
marize  activities  Involving  such  things  as 
applications  for  funding  received  from  Small 
Business  Concerns,  financings  made,  man¬ 
agement  assistance  provided,  etc. 

In  those  Instances  where  the  Licensee  has 
assets  acquired  In  liquidation,  progress  to¬ 
ward  disposing  of  such  assets  should  be  sum¬ 
marized.  The  overview  will  include  com¬ 
ments  on  matters  relating  to  SBA  Regula¬ 
tions  and  other  matters  of  Interest  consid¬ 
ered  appropriate. 

It  Is  also  contemplated  that  the  overview 
will  Include  success  stories  where  they  occur, 
have  been  accomplished,  and  can  be  meas¬ 
ured. 

Regarding  the  coming  year,  significant 
events  expected  to  occur  imd  that  will  af¬ 
fect  the  Licensee’s  operations  In  the  coming 
year  should  be  highlighted. 

D.  Analysis  of  unrealized  gain  (loss)  on 
securities  held.  This  analysis  Is  designed  to 
be  more  comprehensive  than  the  Statement 
of  unrealized  gain  (loss)  on  securities  held 
which  Is  contained  In  the  Financial  Report. 
This  analysis  Is  Intended  to  measure  the 
component  Increases  and  decreases  of  both 
unrealized  appreciation  and  unrealized  de¬ 
predation.  Such  measurement  Is  according 
to  the  classification  of  portfolio  securities, 
assets  acquired  In  liquidation  of  portfolio 
securities  and  other  securities. 

It  should  be  noted  that  the  Information 
contained  in  this  analysis  should  be  con¬ 
sistent  with  the  Statement  of  Unrealized 
Gain  (Loss)  on  Securities  Held  which  Is  In¬ 
cluded  in  Part  I. 

The  Information  contained  in  this  sched¬ 
ule  Is  based  on  Schedules  1  through  5  and  8 
through  10  of  this  report.  Such  Information 
can  also  be  obtained  by  analayzlng  the  ac¬ 
tivity  In  the  various  ledger  accounts  shown 
on  the  following  page. 
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8.  Appendix  C  is  added  to  read  as 
follows: 

Appendix  C — System  or  Account 
Classification 
TABLE  Or  CONTENTS 

I.  Introduction 

A.  Statement  of  policy. 

B.  Purpose  of  the  system. 

C.  Maintenance  and  retention  of  records. 

II.  Accounting  Policies  and  Practices 

A.  Accrual  basis  of  accounting. 

B.  Accounting  and  reporting  Loans  and  In¬ 

vestments  on  the  value  basis. 

C.  Equity  method  of  accounting. 

D.  Management  consulting  subsidiary. 

E.  Tax  allocation  policy. 

P.  Accrual  of  interest  Income. 

O.  Profit  sharing. 

M.  Financing  discounts  and  fees. 

I.  Realization  of  gain  (loss)  on  sale  of  se¬ 

curities. 

J.  Unrealized  gain  (loss)  on  securities  held. 

K.  Undistributed  realized  earnings. 

L.  Accounting  for  non-monetary  transac¬ 

tions. 

1.  Loans  and  Investments. 

2.  Dividends  and  “spin  offs’’. 

M.  Special  policies  applying  to  301(d)  li¬ 

censees. 

1.  Interest  subsidy. 

2.  3  percent  non-voting  preferred  stock 
sold  to  SBA. 

3.  Capitalized  operating  expenses. 

III.  Chart  of  Accounts 

A.  Account  numbering  system. 

B.  Additional  accounts. 

C.  Primary  classification  of  accounts. 

D.  Detail  chart  of  accounts. 

IV.  Description  of  Accounts 
I.  Introduction 

A.  Statement  of  policy.  Small  Business  In¬ 
vestment  Companies  (SBICs)  licensed  by  the 
Small  Business  Administration  (SBA)  in¬ 
cluding  301(d)  licensees  are  to  maintain 
their  books  of  account  In  accordance  with 
the  system  of  account  classification  and  ac¬ 
counting  policies  herein  prescribed.  Account¬ 
ing  principles  and  practices  set  forth  herein 
are  In  accordance  with  generally  accepted 
accounting  principles  as  set  forth  by  the 
American  Institute  of  certified  public  ac¬ 
countants  for  Investment  companies. 

The  system  of  account  classification  Is 
adaptable  to  manual  or  machine  accounting 
procedures  employing  the  double-entry 
method  of  accounting,  and  is  otherwise  de¬ 
signed  to  meet  the  specific  needs  of  com¬ 
panies  licensed  In  accordance  with  the  provi¬ 
sions  of  the  Small  Business  Investment  Act 
of  1958,  as  amended. 

Nothing  contained  in  this  system  of  ac¬ 
count  classification  can  or  Is  intended  to 
authorize  or  approve  any  operation  or  ac¬ 
tion  by  a  Licensee,  or  any  other  action,  not 
authorized  or  approved  by  the  Small  Busi¬ 
ness  Investment  Act  of  1958,  as  amended,  or 
the  rules  and  regulations  promulgated  there¬ 
under. 

This  system  of  Account  Classification  was 
prepared  by  the  SBA.  Any  Inquiries  or  com¬ 
ments  relating  to  the  system  should  be  di¬ 
rected  to  the  Staff  Accountant,  Investment 
Division,  Small  Business  Administration, 
1441  L  Street,  NW.,  Washington,  D.C.  20416. 

B.  Purpose  of  the  system.  This  system  has 
been  prescribed  to  Insure  that  standard 
books  of  account  are  maintained  by  licensees 
and  that  uniform  accounting  policies  are  fol¬ 
lowed.  By  design,  the  system  Is  basic  and 
may  be  .expanded  by  a  licensee  If  necessary. 

C.  Maintenance  and  retention  of  records. 
The  licensee’s  books  and  records  shall  be 
maintained  at  Its  principal  place  of  business. 
Books  and  records  shall  Include  Its  books  of 


account,  and  other  records,  and  memoranda 
which  support  the  entries  in  its  books  of 
account.  These  supporting  records  shall  be 
maintained  In  such  manner  as  to  be  able 
readily  to  furnish  Information  on  any  Item 
Included  in  any  account.  The  books  and 
records  referred  to  herein  Include  not  only 
accounting  records  In  a  limited  technical 
sense,  but  other  records,  such  as  minute 
books,  capital  stock  records,  reports,  corre¬ 
spondence,  and  memoranda  which  may  be 
useful  In  developing  the  history  of,  or  facts 
regarding,  any  transaction. 

Complete  records  of  nominal  assets  and 
contingent  liabilities  must  be  maintained. 
This  is  especially  true  with  respect  to  (1) 
outstanding  commitments  to  finance  small 
business  concerns  through  loans  to  them  or 
the  acquisition  of  their  equity  securities  and 
to  make  funds  available  to  other  lenders 
through  deferred  participations,  and  (2) 
outstanding  guarantees  under  which  the 
company  Is  contingently  liable  to  lending 
institutions  In  connection  with  obligations 
of  portfolio  concerns.  A  section  providing  for 
the  maintenance  of  appropriate  memoran¬ 
dum  records  is  Included  herein,  covering 
nominal  assets,  contingent  liabilities, 
options  on  the  capital  stock  of  the  small 
business  investment  company,  and  the  actual 
loss  experience  of  the  company. 

Section  107.1102  of  SBA  rules  and  regula¬ 
tions  specifies  the  time  period  licensee’s 
records  are  to  be  maintained. 

II.  Accounting  Policies  and  Practices 

As  a  general  rule,  accounting  policies  fol¬ 
lowed  by  licensees  are  those  promulgated  by 
the  American  Institute  of  CPA’s  as  generally 
accepted  accounting  principles  and  practices. 
Certain  of  these  principles  and  practices  are 
prescribed  In  the  AICPA’s  audit  guide. 

The  significant  accounting  policies  li¬ 
censees  are  to  follow  are  summarized  below. 
The  summary  Is  Intended  to  highlight  the 
more  important  accounting  policies  and 
practices  rather  than  being  an  all  inclusive 
statement. 

A.  Accrual  basis  of  accounting.  Books  of 
account  shall  be  maintained  on  an  accrual 
basis  and,  at  the  end  of  each  month  trans¬ 
actions  shall  be  posted  to  the  General 
Ledger.  Entering  In  the  records  and  posting 
to  the  General  Ledger  of  accruals  applicable 
to  each  month  is  optional  but  all  accruals 
are  to  be  entered  in  the  records  and  posted 
as  the  end  of  the  fiscal  year,  and  as  of  such 
other  dates  as  mark  the  close  of  periods  to 
be  covered  by  Interim  or  special  financial 
reports  required  to  be  furnished  to  SBA 
Including  the  annual  examination  by  SBA 
Examiners. 

B.  Accounting  and  reporting  loans  and  in¬ 
vestments  on  the  value  basis.  Loans  and 
Investments  will  be  recorded  at  cost.  How¬ 
ever,  unrealized  appreciation  or  depreciation 
of  such  securities  will  be  recognized  In  the 
accounts  and  as  such  will  result  In  fair  value 
accounting  for  loans  and  investments. 

The  practice  of  valuing  loans  and  Invest¬ 
ments  at  the  fair  value  and  reflecting  In  the 
accounts  the  resulting  unrealized  gain  (loss) 
on  such  securities  held  has  been  adopted  by 
the  American  Institute  of  CPA’s  as  being  a 
generally  accepted  accounting  practice  for 
Investment  companies.  Accordingly,  this 
practice  is  being  adopted  for  SBICs. 

The  adoption  of  this  practice  causes  un¬ 
realized  appreciation  on  loans  and  Invest¬ 
ments  to  be  recognized  In  the  accounts. 
Unrealized  depreciation,  essentially  allow¬ 
ance  for  losses,  has  always  been  recognized. 
An  appropriate  tax  provision  will  be  estab¬ 
lished  for  net  unrealized  appreciation  on 
securities  hel^. 

C.  Equity  method  of  accounting.  The 
carrying  value  of  equity  interests  In  unin¬ 
corporated  concerns  will  be  determined  by 


the  equity  method  of  accounting.  However, 
for  valuation  purposes,  the  fair  value  basis 
of  accounting  will  be  used  for  the  equity 
Interest  In  unincorporated  concerns. 

The  equity  method  of  accounting  will  also 
apply  to  the  Investment  In  301(d)  licensees. 
Accordingly,  an  SBIC's  Investment  account 
will  be  adjusted  for  Its  proportionate  share 
of  net  Income  (loss)  of  such  Investee  as 
well  as  dividends  paid  by  the  Investee.  The 
result  will  be  an  Investment  carried  at  the 
book  value  of  such  stock. 

D.  Management  consulting  subsidiary. 
According  to  i  107.601(c)  of  SBA  regula¬ 
tions,  consolidated  financial  statements  are 
to  be  submitted  to  SBA  when  a  licensee  has 
a  management  consulting  subsidiary.  Al¬ 
though  no  provision  has  been  made  In  the 
system  of  accounts  for  management  con¬ 
sulting  subsidiaries,  books  of  account  are  to 
be  maintained  for  the  subsidiaries  so  as  to 
properly  account  for  its  financial  position 
and  results  of  operations.  Such  accounts 
should  also  be  compatible  with  this  system 
of  accounts. 

Consolidated  statements  will  Include  only 
the  licensee  and  the  management  consulting 
subsidiary.  Other  subsidiaries  are  not  to  be 
reported  on  a  consolidated  basis. 

E.  Tax  allocation  policy.  Tax  allocation 
policies  as  set  forth  In  Accounting  Principals 
Board  Opinion  No.  11,  Accounting  for  Income 
Taxes,  effective  December  31,  1967,  will  be 
followed  by  licensees  in  accounting  for  In¬ 
come  taxes. 

A  difference  between  the  amount  of  gain 
or  loss  recognized  for  tax  purposes  and  that 
recognized  for  accounting  purposes  may  con¬ 
stitute  a  timing  difference  to  be  accounted 
for  according  to  APB  Opinion  No.  11. 

F.  Accrual  of  interest  income.  Interest  In¬ 
come  will  be  accrued  accordingly  to  terms 
of  Interest  bearing  loans  and  Investments. 
Interest  will  not  be  accrued  If  the  ability  of 
the  small  business  concern  to  pay  such 
accrued  Interest  Is  doubtful.  Indicators  of 
uncollectible  accrued  Interest  are  when  the 
SBC  Is  In  bankruptcy,  or  on  the  verge 
thereof,  or  otherwise  considered  to  be  In¬ 
solvent.  Other  Indicators  are  when  principal 
and/or  interest  payments  are  in  default  more 
than  6  months  or  when  the  Board  of  Direc¬ 
tors  values  the  security  below  cost  and  con¬ 
siders  collection  to  be  doubtful. 

G.  Profit  sharing.  As  a  general  rule,  profit 
sharing  with  the  financed  concern  is  an  ad¬ 
justment  of  the  Interest  rate.  An  exception 
to  this  rule  is  when  the  licensee  makes  an 
Investment  in  an  unincorporated  concern 
which  takes  the  form  of  an  equity  Interest 
rather  than  a  loan  and  the  financed  con¬ 
cern  treats  the  profit  sharing  as  an  equity 
distribution  rather  than  an  expense. 

H.  Financing  discounts  and  fees.  Dis¬ 
counts  on  debt  Instruments  resulting  from 
financing  made  to  small  business  concerns 
are  considered  an  upward  adjustment  of  the 
interest  rate  and  are  to  be  amortized  over 
the  stated  life  of  the  Instrument  on  a 
straight-line  basis.  Accordingly,  the  discount 
is  considered  earned  as  It  Is  amortized. 

Fees,  as  a  general  rule,  are  considered 
earned  at  the  time  of  financing  since  they 
are  for  services  rendered  In  connection  with 
the  financing.  To  the  extent  fees  are  for 
services  to  be  rendered  In  the  future,  such 
amount  will  be  considered  unearned  until 
the  services  are  performed  at  which 
such  fees  will  be  considered  earned. 

I.  Realization  of  gain  (loss)  on  sale  of 
securities.  In  accordance  with  the  accrual 
basis  of  accounting,  gain  or  loss  on  sale  of 
securities  or  other  assets  of  a  licensee  will 
be  realized  at  the  point  of  sale  rather 
than  at  the  point  of  collection.  This  prac¬ 
tice  assumes  that  the  collectibility  of  the 
gain  Is  reasonably  assured  and  that'  the 
earnings  process  Is  complete,  l.e.,  the  licensee 
is  not  obligated  to  perform  significant 
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activities  after  the  sale  In  order  to  earn  the 
gain. 

Any  transaction  with  recourse  upon  the 
Licensee  or  Involving  any  understanding, 
agreement,  option,  privilege,  or  other  rights 
to  repurchase  by  and/or  resell  to  the  Licensee 
may  not  be  considered  as  a  final  transaction. 
Any  reacqulsltlon  of  the  securities  by  the 
Licensee,  resulting  from  prior  agreements  or 
rights,  shall  be  construed  by  SBA  as  a  nulli¬ 
fication  of  the  original  sale  transaction. 

Any  gain  on  sale  of  securities  which  does 
not  qualify  as  realized  gain  in  accordance 
with  the  foregoing  shall  be  deferred  pending 
such  realization. 

When  part  of  the  net  sales  price  Is  other 
than  cash,  gain  will  continue  to  be  realized  at 
the  time  of  sale  unless  the  sale  is  not  a  final 
transaction  or  unless  collection  of  the  pro¬ 
ceeds  Is  not  reasonably  assured.  However, 
such  non-cash  gains  will  not  be  available  for 
capitalization  or  dividend  distribution  until 
collected.  When  such  assets  are  converted  to 
cash,  application  will  first  be  made  to  the 
recovery  of  the  licensee’s  cost  of  securities 
sold  and  then  to  gain,  l.e.,  the  cost  recovery 
method. 

Losses  are  recognized  at  the  point  of  sale 
and  are  shown  as  a  reduction  of  undis¬ 
tributed  net  earnings  realized.  They  have  no 
effect  on  non-cash  gains. 

Cost  of  securities  sold  Is  usually  the  carry¬ 
ing  value  of  such  assets  on  the  licensee’s 
books.  Occasionally,  a  licensee  will  acquire 
shares  of  an  investee’s  stock  (which  shares 
are  of  the  same  class)  at  different  times  and 
prices  When  part  of  the  shares  are  sold,  the 
cost  attributed  to  such  shares  will  be  based 
on  an  average  cost  of  shares  held  rather 
than  specific  identity. 

J.  Unrealized  gain  (loss)  on  securities  held. 
Unrealized  gain  (loss)  on  securities  held 
results  from  the  licensee’s  director’s  valua¬ 
tion  of  Loans  and  Investments.  Unrealized 
appreciation  represents  the  valuation  above 
cost  and  unrealized  depreciation  represents 
valuation  below  cost.  After  considering  an 
appropriate  provision  for  taxes,  the  net 
amount  will  be  "unrealized  gain  (loss)  on 
securities  held.” 

Such  unrealized  gain  (loss)  is  primarily  a 
function  of  valuation  rather  than  a  function 
of  operations.  Accordingly,  unrealized  gain 
(loss)  on  securities  held  will  be  measured 
separately  in  the  equity  accounts  rather  than 
being  a  measurement  of  earnings.  Such  ac¬ 
counting  treatment  Is  not  at  variance  with 
Accounting  Principles  Board  Opinion  No.  9. 
Reporting  the  Results  of  Operations.  Issued 
oy  the  AICPA  and  effective  December  31, 
1966,  or  with  accounting  practices  set  forth 
In  the  AICPA  Audit  Guide  for  Investment 
Companies  as  applied  to  SBICs. 

K.  Undistributed  realized  earnings.  Un¬ 
distributed  realized  earnings  will  encompass 
all  realized  earnings  whether  in  cash  or  non¬ 
monetary  receipts  such  as  notes  receivable, 
stock,  etc.  Earnings  realized  In  other  than 
cash  will  not  be  available  for  dividend  dec¬ 
laration  or  otherwise  made  available  for 
capitalization  until  converted  to  cash.  There¬ 
fore,  non-cash  gains  on  sale  of  securities  will 
be  restricted  until  converted  to  cash.  Gain 
or  loss  of  securities  held  Is  unrealized  and, 
therefore,  not  measured  in  undistributed 
earnings. 

L.  Accounting  for  non-monetary  transac¬ 
tions.  Non-monetary  transactions  Involve 
both  reciprocal  and  non -reciprocal  transfers 
of  assets  or  liabilities  not  involving  cash  be¬ 
tween  the  licensee  and  another  entry  or  per¬ 
son,  or  between  the  licensee  and  Its  stock¬ 
holders.  Accounting  principals  Board  Opinion 
No.  29,  issued  by  the  AICPA  and  effective 
October  1,  1973.  should  be  followed  by  li¬ 
censees  to  the  extent  applicable  when  ac¬ 
counting  for  non-monetary  transactions. 


1.  Loan  and  investment  transactions.  Non¬ 
monetary  exchanges  with  portfolio  concerns 
or  others  whereby  the  licensee  transfers  cer¬ 
tain  securities  or  assets  for  other  securities 
or  assets  will  not  be  considered  transactions 
where  gain  (loss)  Is  realized  whether  such 
transactions  are  taxable  or  non-taxable  ex¬ 
changes.  The  accounting  basis  for  assets  re¬ 
ceived  will  be  the  same  basis  as  assets  trans¬ 
ferred  and  unrealized  gain  (loss)  on  securities 
held  will  be  the  result  of  the  valuation 
process. 

2.  Dividends  and  spin-offs.  Dividends  In 
kind  are  nonreciprocal  transfers  of  non¬ 
monetary  assets  to  owners  and  should  be 
accounted  for  at  fair  value  If  such  fair  value 
Is  objectively  measurable  and  would  clearly 
realizable  to  the  licensee  In  an  outright  sale 
at  or  near  the  time  of  distribution.  Other¬ 
wise,  the  transfer  should  be  accounted  for  at 
cost  without  realizing  a  gain  (loss) .  The  av¬ 
erage  cost  method  will  be  used  In  determin¬ 
ing  cost  of  dividends  in  kind. 

M.  Special  policies  applying  to  301(d)  li¬ 
censees — 1.  Interest  subsidy.  The  interest 
subsidy  applies  to  debentures  purchased  by 
SBA  from  a  301(d)  licensee  and  Is  a  “defer¬ 
ment"  of  interest  payments  rather  than  a 
“subsidy”  In  the  true  sense.  Such  deferred 
Interest  will  be  payable  to  SBA  before  the 
licensee  can  make  a  distribution  to  stock¬ 
holders  of  any  kind.  Since  the  going  concern 
concept  must  be  presumed  and  distributions 
to  stockholders  are  expected  In  the  normal 
course  of  business,  the  deferred  Interest  will 
be  recognized  as  an  expense  In  the  period  to 
which  It  applies,  and  a  liability  will  be  es¬ 
tablished  for  such  deferred  Interest  pay¬ 
ments. 

2.  Three  percent  non-voting  preferred  stock 
purchased  by  SBA.  Although  considered  lev¬ 
erage  funds,  preferred  stock  purchased  by 
SBA  of  301(d)  licensee  Is  treated  like  other 
equity  securities  for  accounting  purposes. 
Dividends  on  such  stock  receive  the  conven¬ 
tional  treatment  of  dividends  and  are  de¬ 
clared  and  paid  out  of  “retained  earnings.” 

3.  Capitalized  operating  expenses.  Fre¬ 
quently,  301(d)  licensees  that  have  parent 
companies  will  be  allowed  to  increase  capital 
by  transfers  of  allocated  operating  expenses 
Incurred  on  the  part  of  the  licensee  but  paid 
for  by  the  parent  company.  Another  form  of 
the  same  type  of  transaction  exists  when 
the  parent  company  Increases  private  capital 
of  a  subsidiary  licensee  by  a  cash  transfer 
which  funds  are  designated  to  be  used  for 
budgeted  operating  expenses. 

Such  transfers  whether  monetary  or  non¬ 
monetary  will  be  expenses  rather  than  being 
treated  as  an  asset  on  the  basis  that  they 
have  no  future  value. 

HI.  Chart  or  Accounts 

A.  Account  numbering  system,  nils  system 
provides  for  two-digit  number  designations 
for  major  categories  under  which  accounts 
are  listed,  and  three-digit  number  designa¬ 
tions  for  Individual  general  ledger  accounts. 
The  first  two  digits  of  an  Individual  account 
number  refer  to  the  major  category  under 
which  the  account  Is  classified  and  the  third 
digit  Identifies  the  specific  account.  Digits 
from  zero  through  nine  are  used  to  Identify 
specific  accounts.  For  example,  the  first  de¬ 
posit  bank  account  established  will  be  desig¬ 
nated  "100”  and  the  second  “101.”  It  will  be 
noted  that  some  categories  encompass  In¬ 
dividual  accounts  In  sufficient  number  to  re¬ 
quire  assignment  of  more  than  one  two-digit 
number  to  Identify  the  category.  For  ex¬ 
ample,  "Cash  on  Hand  and  In  Banks”  has 
been  assigned  category  numbers  “10,”  “11,” 
and  “12.” 

B.  Additional  accounts.  Licensees  may  In¬ 
corporate  such  additional  accounts  Into  their 
accounting  system  that  are  considered  neces¬ 
sary. 


Any  account  may  be  subdivided  provided 
that  such  subaccounts  do  not  impair  the 
Integrity  of  the  accounts  set  forth  In  the 
prescribed  system.  Subaccounts  shall  refer 
by  number  and  title  to  the  accounts  which 
they  apply.  Use  of  a  decimal  system  Is  re¬ 
quired  for  extending  the  account  numbers 
to  Identify  such  subaccounts. 

C.  Primary  classification  of  accounts.  The 
primary  classification  of  accounts  Is  as 
follows: 

General  ledger 

Account  So.  Description 

100  to  299 _  Asset  and  valuation  accounts. 

300  to  399 _  Liability  accounts. 

400  to  499 _  Capital  accounts. 

500  to  599...  Income  accounts. 

600  to  799 _  Expense  accounts. 

Memorandum  records 

NA-10  to  NA-14 _  Nominal  assets. 

CL-15  to  CL-17 _  Contingent  liabilities. 

OCS-l _  Options  on  company’s 

stock. 

AL-1 _  Actual  (realized)  losses. 

D.  Detail  chart  of  accounts.  The  detail 

chart  of  accounts  Is  organized  according  to 
the  primary  classification  of  accounts  and 
identifies  the  account  number  and  title  of 
each  account.  The  page  where  a  description 
of  the  account  can  be  found  Is  Indicated  at 
the  right  of  the  account  title. 

ASSET  AND  VALUATION  ACCOUNTS 

10-12  Cash  on  hand  and  in  banks 

100-108  Deposits  In - 

bank. 

110-112  Deposits  In  Imprest  account  In 

_  bank. 

118  Cash  items  In  process  of  collection. 

120  Petty  cash  fund. 

13  Invested  idle  funds 

130  U.S.  Government  obligations,  direct  and 

fully  guaranteed. 

131  Insured  savings  accounts. 

135-137  Time  certificates  of  deposit  In 
_  bank. 

14  Receivables 

140  Notes  receivable. 

141  Accounts  receivable. 

142  Allowance  for  uncollectable  notes  and 

accounts  receivable. 

143  Accrued  Interest  receivables. 

144  Allowances  for  uncollectible  Interest 

receivable. 

145  Dividends  receivable. 

15  Current  maturities  and  other  current 
assets 

150  Current  maturities  on  portfolio  secu¬ 
rities. 

152  Current  maturities  on  assets  acquired 
In  liquidation  of  portfolio  securities. 
164  Current  maturities  on  other  securities. 
156  Other  current  assets. 

16  Investment  in  301(d)  licensee 
160  Investment  In  301(d)  licensee. 

17  Loans  to  small  business  concerns 

170  Loans. 

171  Depreciation  of  loan  values. 

173  Unearned  discount,  fees,  and  other 
charges  on  loans. 

18  Debt  securities  of  small  business 

concerns 

180  Debt  securities,  convertible,  and  with 
stock  purchase  warrants  or  options. 
184  Debt  securities  divested  of  stock  rights. 

186  Appreciation  of  debt  securities  of  SBCs. 

187  Depreciation  of  debt  securities  values. 

188  Unearned  discount,  fees,  and  other 

charges  on  debt  securities. 
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19  Equity  interests  of  SBCs 

190  Capital  stock  of  SBCs,  convertible,  and 

with  stock  purchase  warrants  or 
options. 

191  Capital  stock  of  SBCs — other. 

192  Appreciation  of  capital  stock  of  SBCs. 
198  Depreciation  of  capital  stock  values. 
194  Equity  Interests  of  unincorporated  con¬ 
cerns. 

196  Appreciation  of  equity  Interests  In  un¬ 
incorporated  concerns. 

196  Depreciation  of  equity  Interests  In  un¬ 

incorporated  concerns. 

197  Warrants,  options,  and  other  stock 

rights  acquired  from  SBCs. 

198  Appreciation  of  warrants,  options,  and 

other  stock  rights  acquired  from 
SBCs. 

199  Depreciation  of  warrants,  options  and 

other  stock  rights  acquired  from 
SBCs. 

20  Assets  acquired  in  liquidation  of 
portfolio  securities 

200  Receivables  from  debtors  on  sale  of 

assets  acquired  In  liquidation  of  port¬ 
folio  securities. 

203  Depreciation  In  values  of  receivables 

from  debtors  on  sale  of  assets  ac¬ 
quired  In  liquidation  of  portfolio 
securities. 

204  Operating  concerns  acquired. 

206  Appreciation  on  operating  concerns 
acquired. 

206  Depreciation  on  operating  concerns 

acquired. 

207  Other  assets  acquired  In  liquidation  of 

portfolio  securities. 

208  Appreciation  on  other  assets  acquired 

in  liquidation  of  portfolio  securities. 

209  Depreciation  of  other  assets  acquired  In 

liquidation  of  portfolio  securities. 

21  Other  securities 

210  Notes  and  other  securities  received  on 

sale  of  portfolio  securities. 

211  Other  securities  received. 

212  Appreciation  of  other  securities. 

213  Depredation  of  other  securities. 

22  Prepaid  expenses  and  deferred  charges 

220  Prepaid  expenses. 

221  Deferred  charges. 

23  Furniture  and  equipment 

230  Furniture  and  equipment. 

231  Accumulated  depreciation  on  furniture 

and  equipment. 

24  Corporate  premises  oumed 

240  Corporate  premises  owned. 

241  Accumulated  depreciation  on  corpo¬ 

rate  premises  owned. 

242  Leasehold  Improvements. 

26  Other  assets 

265  Amounts  due  from  directors,  officers, 

and  employees. 

266  Organisation  costs. 

267  Funds  In  escrow. 

269  Other  assets. 

LIABILITY  ACCOUNTS 

30  Notes  and  other  obligations  payable  to 

SB  A  for  funds  borrowed 

300  Notes  payable  to  SBA. 

301  Debentures  payable  Issued  to  SBA. 

31  Notes  and  other  obligations  payable  to 
other  than  SBA  for  funds  borrowed 

310  Notes  payable  to  other  than  SBA — 

guaranteed  by  SBA. 

311  Notes  payable  to  other  than  SBA — 

not  guaranteed  by  SBA. 

312  Mortgages  payable  for  funds  borrowed. 

313  Mortgages  payable  on  assets  acquired  in 

liquidation  of  portfolio  securities. 


32  Notes  payable — other 
320  Notes  payable— other. 

33  Current  maturities  of  long-term  debt 

330  Current  maturities  of  notes  and  deben¬ 

tures  payable  to  or  guaranteed  by 
SBA. 

331  Current  maturities  of  notes  and  deben¬ 

tures  payable  to  others  not  guar¬ 
anteed  by  8BA. 

34  Accounts  payable 
340  Accounts  payable. 

% 

36  Accrued  expenses  and  other  current 
liabilities 

350  Accrued  Interest  payable. 

361  Accrued  taxes. 

864  Estimated  Income  taxes  accrued. 

358  Other  current  liabilities. 

36  Dividends  payable 
360-364  Dividends  payable  on 


(type  and  class) 
capital  stock. 

37  Trust  receipts 

370  Employee  taxes  withheld. 

374  Unapplied  receipts. 

378  Miscellaneous  trust  receipts. 

38  Deferred  credits 

380  Deferred  credit  to  future  income  taxes. 
383  Other  deferred  credits.' 

39  Other  liabilities 
390  Other  liabilities. 

CAPITAL  ACCOUNTS 
40-41  Capital  stock 

_ capital 

(Type  and  class) 
stock  authorized. 

_ unissued 

(Type  and  class) 
capital  stock. 

_  capital 

(Type  and  class) 
stock  subscribed. 

Capital  stock  subscriptions  receiv¬ 
able  _ _ _ 

(Type  and  class) 

Treasury  stock _ 

(Type  and  class) 

42  Paid-in  surplus 
420  Paid-In  surplus. 

43  3  percent  preferred  stock  ( 301  (d) 
licensees  only ) 

430  3  percent  preferred  stock,  cumulative, 
non-voting  issued  to  SBA. 

44  Unrealized  gain  (loss)  on  securities 
held 

440  Unrealized  appreciation  on  loans  and 
Investments. 

446  Unrealized  depreciation  on  loans  and 
Investments. 

448  Estimated  taxes  on  net  realized  gain 
(loss)  gain  on  securities  held. 

45  Undistributed  realized  earnings 

450  Non-cash  gains  on  sale  of  securities. 

451  Undistributed  net  realized  earnings. 

46  Profit  and  loss  clearing 

460  Profit  and  Loss  summary. 

461  Realized  gain  and  loss  summary  In  cash. 

462  Non-cash  realized  gain  summary. 

XNCOKB  ACCOUNTS 

60  Commitment  income 
600  Commitment  lnoome. 


400-404 

405-409 

410-411 

413-414 

415-419 


61-62  Interest  income 

510  Interest  on  invested  Idle  funds. 

512  Interest  on  loans. 

516  Interest  on  debt  securities. 

620  Interest  income— other. 

53  Fee  income 

632  Management  service  fees. 

634  Investigation  and  service  fees  charged 
other  lenders. 

S36  Application  and  appraisal  fees. 

64  Dividends  and  other  earnings 

640  Dividends  on  capital  stock  of  SBCs. 

541  Sharings  in  income  or  revenue  of  SBCs. 

67  Gain  on  securities  and  other  assets 

570  Gain  on  UB.  Government  securities. 

572  Gain  on  debt  securities. 

674  Gain  on  capital  stock  of  SBCs. 

576  Gain  on  equity  Interest  of  unincor¬ 

porated  SBC. 

577  Gain  on  warrants,  options,  and  other 

stock  rights  acquired  from  SBCs. 

578  Gain  on  assets  acquired  In  liquidation 

of  portfolio  securities. 

579  Gain  on  other  assets. 

68  Miscellaneous  income 

682  Income  from  assets  acquired  In  liquida¬ 
tion  of  portfolio  securities. 

584  Other  Income. 

rXFXNSX  ACCOUNTS 

60  Commitment  expense 
600  Commitment  expense. 

61-62  Interest  expense 

610  Interest  on  obligations  payable  to  SBA. 
622  Interest  on  obligations  payable  to  other 
t-h^Ti  SBA. 

64  Stock  record  and  other  financial 
expenses 

642  Stock  record  and  other  financial  ex¬ 
penses. 

66-67  Operating  expenses 

660  Advertising  and  promotional  oosts. 

661  Appraisal  and  investigation  oosts. 

662  Auditing  and  examination  costs. 

663  Communications 

664  Cost  of  space  occupied. 

656  Depreciation  of  oorporate  premises 
owned,  furniture,  and  equipment. 

656  Amortization  of  leasehold  Improve¬ 

ments. 

657  Directors*  and  stockholders*  meetings 

costs. 

658  Insurance. 

659  Management  services  fees. 

660  Investment  adviser  costs. 

661  Legal  services. 

663  Salaries. 

664  Taxes,  excluding  Income  taxes. 

666  Travel. 

670  Employee  benefits  expense. 

672  Amortization  of  organization  expense. 

679  Miscellaneous  operating  expenses. 

68  Estimated  losses  on  receivables 

680  Estimated  losses  on  receivables. 

70  Loss  on  securities  and  other  assets 
700  Loss  on  U.8.  Government  securities. 

702  Loss  on  debt  securities. 

706  Loss  on  capital  stock  of  SBCs. 

706  Loss  on  equity  Interests  of  unincor¬ 

porated  concerns. 

707  Loss  on  warrants,  options,  and  other 

stock  rights  acquired  from  SBCs. 

708  Loss  on  assets  acquired  In  liquidation 

of  portfolio  securities. 

709  Loss  on  other  assets. 
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71  Miscellaneous  expenses 

710  Expense  on  assets  acquired  In  liquida¬ 
tion  of  portfolio  securities. 

715  Other  expenses. 

72  Income  taxes 

720  Income  taxes — net  income. 

722  Income  taxes — net  realised  gain  on 
Investments. 

memorandum  records 
Nominal  assets 

NA-10  Stock  purchase  warrants  or  options 

on  stock  of  SBCs. 

Contingent  liabilities 

CL-15  Commitments  outstanding. 

CL- 16  Guarantees  outstanding. 

CL-17  Other  contingent  liabilities. 

Options  on  company’s  stock 
OCS-1  Options  on  company’s  stock. 

Actual  loss  experience 
AL-1  Actual  (realized)  losses. 

IV.  Description  or  Accounts 

ASSET  AND  VALUATION  ACCOUNTS 

100-108  Deposits  In  . „ 

_ bank.  These  accounts  will  represent 

funds  on  demand  deposit  In  banks  which 
are  members  of  the  Federal  Deposit  Insur¬ 
ance  Corporation. 

Debit: 

(a)  With  amount  of  funds  deposited. 

Credit: 

(a)  With  amount  of  funds  withdrawn, 
and  charges  made  by  bank  for  such  Items 
as  dishonored  checks,  transfer  of  funds  by 
wire,  collection,  exchange,  etc. 

>110-112  Deposits  in  Imprest  account  in 
-  bank.  These  ac¬ 
counts  will  represent  funds  on  demand 
deposit  In  Imprest  bank  accounts  to  be 
drawn  upon  for  the  payment  of  operating 
expenses  and  to  be  reimbursed  periodically 
through  deposit  therein  of  a  check  requiring 
dual  signatures  and  drawn  on  the  company’s 
general  funds  bank  account. 

Debit: 

(a)  With  amount  of  funds  deposited. 

Credit: 

(a)  With  amount  of. funds  withdrawn. 

118  Cash  items  in  process  of  collection. 
This  account  will  represent  the  amount  of 
cash  items  placed  with  banks  for  collection. 

Debit: 

(a)  With  amount  of  such  Items  placed 
with  banks  for  collection. 

Credit: 

(a)  With  amount  of  Items  collected. 

(b)  With  amount  of  uncollected  items 
returned  or  withdrawn. 

120  Petty  cash  fund.  This  account  will 
represent  the  Imprest  petty  cash  fund  main¬ 
tained  for  the  purpose  Of  m  airing  am  all 
disbursements. 

Debit: 

(a)  With  amount  placed  In  the  fund  when 
established. 

(b)  With  amount  of  Increase  In  the  fund. 

Credit: 

(a)  With  amount  of  decrease  In  the  fund. 

Note:  The  petty  cash  fund  may  be  reim¬ 
bursed  and  expenditures  recorded  as  often 
as  circumstances  require,  but  must  be  reim¬ 
bursed  at  the  close  of  the  company's  fiscal 
year.  Checks  to  replenish  the  fund  will  be 
drawn  on  a  general  fund  bank  account  and 
Include  “petty  cash’’  as  a  payee.  Debits  total¬ 
ing  the  amount  of  this  replenishment  should 
be  made  concurrently  to  the  appropriate 
accounts. 

130  United  States  Government  obliga¬ 
tions,  direct  and  fully  guaranteed.  This  ac¬ 
count  will  represent  the  cost  of  temporary 


Investments  made  from  general  cash  funds 
In  direct  obligations  of  the  United  States 
Government  and  obligations  guaranteed  as 
to  principal  and  Interest  by  the  United  States 
Government.  When  United  States  Govern¬ 
ment  Savings  Bonds  redeemable  at  par  value 
on  maturity  are  purchased  at  less  than  face 
value,  the  Increase  In  redemption  value  may 
be  periodically  charged  to  this  account  with 
concurrent  credit  to  account  No.  510 — Inter¬ 
est  on  Invested  Idle  funds. 

Debit: 

(a)  With  cost  of  such  securities  acquired. 

(b)  With  Increase  In  redemption  value  of 
United  States  Saving  Bonds. 

Credit: 

(a)  With  redemption  Value  of  United 
States  Savings  Bonds  redeemed. 

(b)  With  cost  of  such  securities  sold  or 
disposed  of  otherwise. 

Note:  Increase  In  value  over  cost  of  United 
States  Treasury  bills,  which  are  Issued  at  a 
discount  and  are  noninterest  bearing  will  not 
be  reflected  In  this  account  but  will  be 
debited  to  account  No.  143 — Accrued  Interest 
receivable,  with  concurrent  credit  to  ac¬ 
count  No.  510 — Interest  on  Invested  idle 
funds. 

(See  accounts  Nos.  570  and  700.) 

131.  Insured  savings  accounts.  This  ac¬ 
count  will  Include  the  balances  In  subac¬ 
counts  Nos.  131.1, 131.2,  etc. 

131.1  Insured  savings  In _ 

bank.  _ 

This  account  will  represent  funds  invested 
In  an  Insured  savings  account  (up  to  the 
amount  of  the  Insurance)  In  an  Institution 
the  accounts  of  which  are  Insured  by  the 
Federal  Savings  and  Loan  Insurance  Corpor¬ 
ation. 

Debit: 

(a)  With  amount  of  funds  Invested. 

(b)  With  amount  of  dividends  earned  on 
such  invested  funds. 

Credit: 

(a)  With  amount  of  funds  withdrawn. 

135-137  Time  certificates  of  deposit  In 
- -  bank.  These  ac¬ 
counts  will  represent  funds  In  Time  Certifi¬ 
cates  of  Deposit,  maturing  not  later  than 
one  year  after  Issuance,  In  banks  which  are 
members  of  the  Federal  Deposit  Insurance 
Corporation. 

Debit: 

(a)  With  amount  of  funds  deposited. 

Credit: 

(a)  With  amont  of  funds  withdrawn. 

140  Notes  receivable.  This  account  will 
represent  the  unpaid  balance  of  miscellane¬ 
ous  notes  receivable,  such  as  notes  for  man¬ 
agement  consulting  services.  Notes  repre¬ 
senting  amounts  due  from  debtors  on  sale 
of  assets  acquired  in  liquidation  of  portfolio 
securities  will  be  reflected  In  account  No.  200. 

Debit: 

(a)  With  amount  of  such  miscellaneous 
notes  received. 

Credit: 

(a)  With  amount  collected  on  principal  of 
such  miscellaneous  notes. 

(b)  With  unpaid  principal  balance  written 
off  or  disposed  of  otherwise. 

Note:  Recording  as  Income  of  amounts 
entered  in  this  account  should  be  discon¬ 
tinued  with  respect  to  any  small  business 
concern  which  is  In  bankruptcy,  or  on  the 
verge  thereof,  or  otherwise  considered  to  be 
Insolvent.  The  amounts  In  question  should 
be  credited  as  deferred  Income  in  account 
No.  383 — Other  Deferred  credits,  pending 
determination  of  the  appropriate  account¬ 
ing.  In  less  serious  situations,  when  the 
debtor  small  business  concern  Is  In  default 
more  than  6  months  to  the  licensee,  or  the 
fair  value  of  Its  debt  or  equity  Instruments 
held  by  the  company,  as  determined  by  the 
Board  of  Directors,  Is  less  than  cost,  or  re¬ 
covery  thereon  Is  doubtful,  an  addition  to 


the  allowance  for  uncollectible  notes  and 
accounts  receivable  should  be  made  In  an 
amount  equivalent  to  the  receivable  en¬ 
tered  In  this  account,  or,  as  an  alternative, 
the  receivable  recorded  as  an  asset  should 
be  concurrently  credited  as  deferred  Income 
to  account  No.  383  as  above  Indicated. 

(See  account  No.  142.) 

141  Accounts  receivable.  This  account 
will  represent  the  amount  due  on  open  ao> 
count  for  management  consulting,  appraisal, 
and  miscellaneous  services  rendered;  and 
miscellaneous  current  receivable. 

The  account  also  will  Include  the  amount 
of  accrued  compensation  receivable  for  serv¬ 
ices  rendered  to  “participating”  companies 
and  the  amount  of  accrued  commitment  fees 
receivable  for  making  funds  available  on  a 
deferred  basis  to  small  business  concerns  and 
to  “initiating”  companies  In  connection  with 
the  latter’s  financing  of  small  business 
concerns. 

Accounts  receivable  representing  receiv¬ 
ables  due  from  debtors  on  sale  of  assets 
acquired  In  liquidation  of  portfolio  securities 
will  be  reflected  In  account  No.  200. 

Debit: 

(a)  With  amount  due  the  company. 

Credit: 

(a)  With  amount  collected. 

(b)  With  amount  written  off  or  disposed 
of  otherwise. 

Note:  Recording  as  Income  of  amounts 
entered  In  this  account  should  be  discon¬ 
tinued  with  respect  to  any  small  business 
concern  which  Is  In  bankruptcy,  or  on  the 
verge  thereof,  or  otherwise  considered  to  be 
Insolvent.  The  amounts  in  question  should 
be  credited  as  deferred  income  In  account 
No.  383 — Other  deferred  credits,  pending  de¬ 
termination  of  the  approplrate  accounting. 
In  less  serious  situations,  when  the  debtor 
small  business  concern.  Is  In  default  more 
than  6  months  to  the  licensee,  or  the  fair 
value  of  Its  debt  or  equity  Instruments  held 
by  the  company,  as  determined  by  the  Board 
of  Directors,  Is  less  than  cost,  or  recovery 
thereon  Is  doubtful,  an  addition  to  the  al¬ 
lowance  for  uncollectable  notes  and  accounts 
receivable  should  be  made  in  an  amount 
equivalent  to  the  receivable  entered  In  this 
account,  or,  as  an  alternative,  the  receivable 
recorded  as  an  asset  should  be  concurrently 
credited  as  deferred  Income  to  account  No. 
383  as  above  Indicated. 

(See  account  No.  142.) 

142  Allowance  for  uncollectible  notes  and 
accounts  receivable.  This  account  will  repre¬ 
sent  the  valuation  reserve  provided  for  esti¬ 
mated  losses  on  notes  and  accounts  receiv¬ 
able  and  should  be  maintained  In  an  amount 
not  less  than  a  conservative  estimate  of 
probable  losses.  This  valuation  reserve  will 
be  adjusted  as  occasion  demands,  so  that 
this  account  will  reflect  the  best  available 
estimate  of  probable  losses  on  notes  and 
accounts  receivable. 

Debit: 

(a)  With  amount  of  decreases  In  such  re¬ 
serve. 

(b)  With  amount  of  notes  and  accounts 
receivable  written  off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  Increases  In  such 
reserve. 

(c)  With  amount  of  recoveries  on  notes 
and  accounts  receivable  written  off. 

Note:  When  a  note  receivable  or  an  ac¬ 
count  receivable  Is  recorded  with  respect  to 
any  debtor  small  business  is  In  default  more 
than  6  months  to  the  licensee,  or  the  fair 
value  of  whose  debt  or  equity  Instruments 
held  by  the  company,  as  determined  by  the 
Board  of  Directors,  Is  less  than  cost,  or  re¬ 
covery  thereon  Is  doubtful,  an  addition  to 
the  allowance  for  uncollectible  notes  and 
accounts  receivable  reflected  In  this  account 
should  be  made  In  an  amount  equivalent  to 
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the  recorded  receivable,  or,  as  an  alterna¬ 
tive,  the  amount  o f  the  receivable  recorded 
as  an  asset  should  be  concurrently  credited 
as  deferred  Income  in  account  No.  383 — 
Other  deferred  credits,  pending  determina¬ 
tion  of  the  appropriate  accounting. 

(See  accounts  Nos.  140,  141,  and  680.) 

143  Accrued  interest  receivable.  This  ac¬ 
count  will  represent  the  amount  of  Interest 
accrued  on  portfolio  loans  to  and  debt  se¬ 
curities  of  small  business  concerns.  United 
States  Government  obligations,  direct  and 
fully  guaranteed,  notes  receivable,  sales  con¬ 
tracts,  and  other  Interest-bearing  amounts 
due  from  debtors,  Including  funds  placed 
In  escrow  pending  the  closing  of  financing 
and  assets  acquired  In  liquidation  of  port¬ 
folio  securities  as  well  as  Interest  accrued 
on  other  securities. 

Debit: 

(a)  With  amount  of  Interest  accrued  on 
all  Items  covered  by  this  account. 

Credit: 

(a)  With  amount  of  Interest  payments 
received. 

(b)  With  amount  of  accrued  Interest 
transferred  to  assets  acquired  In  liquidation 
of  loans  and  debt  securities. 

(c)  Upon  disposition  of  Interest-bearing 
obligations,  with  amount  of  accrued  Interest 
thereon  Included  In  this  account. 

(d)  With  amount  of  accrued  Interest  writ¬ 
ten  off  or  disposed  of  otherwise. 

Not*  1 :  At  the  option  of  the  company,  In¬ 
terest  payments  received  In  cash  from 
debtors  prior  to  the  Interest  maturity  date 
may  be  credited  to  account  No.  374 — Unap¬ 
plied  receipts,  until  the  maturity  date. 

Not*  3:  Accrual  of  Interest  receivable 
should  be  discontinued  with  respect  to  any 
loan  or  debt  security  financing  a  small  busi¬ 
ness  concern  which  Is  In  bankruptcy,  or  on 
the  verge  thereof,  or  otherwise  considered 
to  be  Insolvent.  Any  Interest  payments  re¬ 
ceived  from  such  a  debtor  should  not  be 
treated  as  interest  income,  but  should  be 
either  credited  as  payments  on  principal  of 
the  debt  or  credited  as  deferred  Income  In 
account  No.  383 — Other  deferred  credits, 
pending  determination  of  the  appropriate 
accounting.  In  less  serious  situations,  when 
Interest  receivable  Is  accrued  under  circum¬ 
stances  in  which  the  financed  small  business 
concern  Is  In  default  to  the  licensee;  or  the 
fair  value  of  the  loan  or  debt  security  as 
determined  In  good  faith  by  the  Board  of 
Directors  Is  less  than  cost,  or  recovery  thereon 
Is  doubtful,  an  addition  to  the  allowance 
for  uncollectible  Interest  receivable  should 
be  made  in  an  amount  equivalent  to  the 
accrual  of  Interest  receivable,  or,  as  an  alter¬ 
native,  the  interest  Income  should  be  de¬ 
ferred  In  account  No.  383  as  above  Indicated. 

(See  account  No.  144.)' 

144  Allowance  for  uncollectible  interest 
receivable.  This  aocount  will  represent  the 
valuation  reserve  provided  for  estimated 
losses  of  accrued  Interest  receivable,  and 
should  be  maintained  In  an  amount  not  less 
than  a  conservative  estimate  of  probable 
losses.  This  valuation  reserve  will  be  ad¬ 
justed  as  occasion  demands,  so  that  this 
account  will  reflect  the  best  available  esti¬ 
mate  of  probable  losses  of  accrued  Interest 
receivable. 

Debit: 

(a)  With  amount  of  decreases  In  such 
reservb. 

(b)  With  amount  of  accrued  Interest  re¬ 
ceivable  written  off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  Increases  in  such 
reserve. 

(c)  With  amount  of  recoveries  of  accrued 
Interest  receivable  written  off. 

Non:  When  Interest  receivable  is  accrued 
tinder  circumstances  In  which  the  financed 


httih.ii  business  concern  is  In  default  over 
six  months  to  the  licensee,  or  the  fair  value 
of  the  loan  or  debt  security  as  determined 
In  good  faith  by  the  Board  of  Directors  Is 
less  than  cost,  or  recovery  thereon  Is  doubt¬ 
ful,  an  addition  to  the  allowance  for  uncol¬ 
lectible  Interest  receivable  reflected  in  this 
account  should  be  made  in  an  amount 
equivalent  to  the  accrual  of  Interest  receiv¬ 
able,  or,  as  an  alternative,  the  Interest  ln- 
come  should  be  deferred  In  account  No. 
383— Other  deferred  credits,  pending  deter¬ 
mination  of  the  appropriate  accounting. 

(See  accounts  Nos.  143  and  680.) 

146  Dividends  receivable.  This  account 
will  represent  cash  dividends  that  have  been 
declared  on  capital  stock  of  small  business 
concerns  but  have  not  been  distributed  to 
stockholders. 

Debit: 

(a)  With  amount  due  the  licensee  of  cash 
dividend  declared. 

Credit: 

(a)  With  amount  distributed  to  the  li¬ 
censee  of  the  dividend  declared. 

(See  account  540.) 

Not*  1:  Stock  splits  or  dividends  In  stock 
of  the  same  class  as  that  owned  are  not 
recorded  as  dividend  receivable  and  also  In¬ 
come  because  the  licensee’s  equity  Interest 
in  the  company  declaring  the  dividend  or 
split  has  not  changed. 

Therefore,  stock  splits  or  dividends  will 
be  measured  in  the  appropriate  Investment 
account. 

(Account  190  or  191.) 

Note  3:  Dividends  In  kind  will  be  recorded 
as  Income  at  the  fair  market  value  of  the 
securities  received  and  will  be  recorded  in 
account  No.  311,  Other  securities  received. 

160  Current  maturities  of  portfolio  se¬ 
curities.  This  account  will  represent  the 
principal  amounts  due  the  licensee  on  a 
cost  basis  of  loans  and  debt  securities  of 
small  business  concerns  that  are  reasonably 
expected  to  be  collected  In  the  normal  course 
of  business  in  the  next  12  months  of  oper¬ 
ations. 

Debit: 

(a)  With  amount  due  the  licensee  during 
the  current  year. 

Credit: 

(a)  With  amount  of  current  maturities 
collected  by  the  licensee. 

(b)  With  amount  not  considered  collecti¬ 
ble  on  a  current  basis  and  restored  to  loan 
or  debt  security  accounts. 

(See  accounts  Nos.  170, 180,  and  184.) 

162  Current  maturities  on  assets  acquired 
in  liquidation  of  portfolio  securities.  This 
account  will  represent  the  current  principal 
amounts  due  the  licensee  on  a  cost  basis  of 
amounts  due  from  debtors  on  sale  of  assets 
acquired;  or  the  current  principal  amounts 
of  their  debt  Instruments  that  are  classified 
as  assets  acquired  In  liquidation  of  port¬ 
folio  securities. 

This  account  will  represent  only  those 
amounts  reasonably  expected  to  be  collected 
in  the  normal  course  of  business  In  the 
next  12  months  of  operations. 

Debit: 

(a)  With  amount  due  the  licensee  during 
the  current  year. 

Credit: 

(a)  With  amount  of  current  maturities 
collected  by  the  licensee. 

(b)  With  amount  not  considered  collecti¬ 
ble  on  a  current  basis  and  restored  to  the 
appropriate  asset  acquired  In  liquidation  of 
portfolio  securities  account. 

(See  accounts  Noe.  200, 204,  and  207.) 

164  Current  maturities  on  other  securi¬ 
ties.  This  account  will  represent  the  princi¬ 
pal  amounts  due  the  licensee  on  a  cost  basis 
of  debt  Instruments  classified  as  "other  se¬ 
curities"  that  are  reasonably  expected  to  be 
collected  In  the  normal  course  of  business  in 
the  next  12  months  of  operations. 


Debit: 

(a)  With  amount  due  the  licensee  during 
the  current  year. 

Credit: 

(a)  With  amount  of  current  maturities 
collected  by  the  licensee. 

(b)  With  amount  not  considered  collecti¬ 
ble  on  a  current  basis  and  restored  to  other 
securities  accounts. 

(See  accounts  Nos.  210  and  311.) 

166  Other  current  assets.  This  account 
will  represent  current  assets  not  otherwise 
classified  of  the  licensee  that  are  expected 
to  be  converted  to  cash  or  expensed  in  the 
normal  course  of  business  In  the  next  twelve 
months. 

Debit: 

(a)  With  amount  of  such  asset. 

Credit: 

(a)  With  amount  collected. 

(b)  With  the  proportionate  amount  allo¬ 
cated  to  the  period  as  an  expense. 

160  investment  in  301(d)  licensee.  This 
account  will  represent  the  licensee’s  Invest¬ 
ment  In  capital  stock  of  a  special  purpose 
LBIC.  The  account  will  be  maintained  on  the 
equity  method  of  accounting  basis  and  will 
show  licensee's  Investment  after  considering 
proportionate  share  of  realized  Income  (loss) 
of  the  301(d)  licensee’s  operations  and 
dividends  declared  by  the  301(d)  licensee. 
Debit: 

(a)  With  cost  of  capital  stock  of  such 
301(d)  licensee. 

(to)  With  the  licensee’s  proportionate  share 
of  the  301(d)  licensees: 

(1)  Net  investment  Income,  and 

(2)  Net  realized  gain  on  sale  of  securities. 
Credit  : 

(a)  With  the  licensee's  proportionate  share 
of: 

(1)  Net  Investment  loss. 

(2)  Net  realized  loss  on  sale  of  securities. 

(b)  With  the  licensee’s  proportionate  share 
of  cash  dividends  or  dividends  In  kind  at  fair 
value. 

(c)  With  the  value  on  equity  basis  of 
stock  In  301  (d)  licensee  when  sold. 

170  Loans.  This  account  will  represent  the 
unpaid  principal  balance  of  loans  made  to 
small  business  concerns  pursuant  to  section 
305  of  the  Small  Business  Investment  Act  of 
1968,  as  amended. 

Debit: 

(a)  With  face  amount  of  direct  loans. 

(b)  With  portion  retained  toy  company  of 
loans  In  which  participations  are  sold  to 
others. 

(c)  With  amount  of  participations  In  loans 
of  others. 

(d)  With  unpaid  principal  of  loans  repre¬ 
sented  by  renewal  notes  accepted  or  notes 
taken  In  substitution  for  those  held. 

(e)  With  reversal  of  prior  credits  when 
checks  received  representing  repayments  are 
dishonored,  etc. 

Credit: 

(a)  With  amount  collected  on  face  amount 
of  direct  loans. 

(b)  With  company’s  share  of  amount  col¬ 
lected  on  principal  of  loans  in  which  partici¬ 
pations  are  sold  to  others. 

(c)  With  amount  by  which  participations 
in  loans  of  others  are  reduced  by  repayments 
transmitted  by  the  "Initiating”  company. 

(d)  With  unpaid  principal  of  loans  repre¬ 
sented  by  notes  renewed  or  for  which  other 
notes  have  been  substituted. 

(e)  With  amount  transferred  to  assets  ac¬ 
quired  In  liquidation  of  portfolio  securities. 

(f)  With  unpaid  principal  of  loans  written 
off  or  disposed  of  otherwise. 

Not*  1:  A  participation  Is  defined  as  an 
undivided  Interest  shared  with  one  or  more 
other  lenders  or  Investors  In  a  note,  deben¬ 
ture,  certificate  of  Btock,  or  other  Instrument 
evidencing  a  loan  to,  or  equity  financing  of, 
a  small  business  concern. 
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Note  2:  It  Is  assumed  that  in  all  loan 
participation  arrangements  the  “initiating” 
company  will  service  the  loans. 

Note  3 :  It  is  recommended  that  individual 
loan  ledger  cards  or  sheets  be  maintained  for 
all  loans.  Such  ledger  cards  or  sheets  should 
the  detailed  Information  needed  for 
account  No.  173 — Unearned  discount,  fees, 
and  other  charges  on  loans. 

(See  accounts  Nos.  171.) 

171  Depreciation  of  loan  values.  This  ac¬ 
count  will  represent  the  downward  valua¬ 
tion  of  loans  and  should  be  maintained  in 
an  amount  not  less  than  a  conservative  esti¬ 
mate  of  probable  losses.  This  valuation  re¬ 
serve  will  be  adjusted  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such  re¬ 
serve. 

(b)  With  amount  of  such  loans  written 
off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such 
reserve. 

(c)  With  amount  of  recoveries  on  such 
loans  written  off. 

(See  accounts  Nos.  170  and  445.) 

Note:  Usually,  this  account  will  be  sub¬ 
divided  into  at  least  two  accounts : 

171.1  Allowance  for  losses  which  repre¬ 
sents  losses  the  licensee  expects  to  realize 
on  specific  loans. 

171.2  Other  depreciation  of  loan  values 
which  represents  the  Board  of  Directors 
downward  valuation  of  specific  loans.  How¬ 
ever,  if  securities  are  held  to  maturity,  no 
loss  would  be  expected.  An  example  would 
be  money  mortgage  discounts. 

173  Unearned  discount,  fees,  and  other 
charges  on  loans.  This  account  will  represent 
the  amount  of  unearned  discount,  fees,  and 
other  charges  included  in  the  face  amount 
of  loans  made  to  small  business  concerns 
pursuant  to  section  305  of  the  Small  Busi¬ 
ness  Investment  Act  of  1958,  as  amended,  and 
which  is  withheld  from  disbursements  to 
such  small  business  concerns. 

Debit: 

(a)  With  amount  of  unearned  discount, 
fees,  and  other  charges  included  in  the  face 
amount  of  loans,  but  withheld  from  dis¬ 
bursements  to  debtor  small  business  con¬ 
cerns,  which  becomes  earned  through  col¬ 
lection  or  passage  of  time. 

(b)  With  amount  earned  of  that  portion 
of  unearned  discount,  fees,  and  other  charges 
included  in  the  face  amount  of  loans,  but 
withheld  from  disbursements  to  debtor  Rmnii 
business  concerns,  which  is  retained  by  the 
company  in  connection  with  loans  par¬ 
ticipated  in  by  other  lenders  (the  amount 
to  be  recorded  becomes  earned  through  col¬ 
lection  or  passage  of  time) . 

(c)  With  amount  earned  of  that  portion 
of  unearned  discount,  fees,  and  other 
charges  included  in  the  face  amount  of 
loans,  but  withheld  from  disbursements  to 
debtor  small  business  concerns,  which  is  as¬ 
signed  to  the  company  in  connection  with  its 
participations  in  loans  of  other  lenders  (the 
amount  to  be  recorded  becomes  earned 
through  collection  or  passage  of  time) . 

(d)  With  amount  of  unearned  discount, 
fees,  and  other  charges  Included  in  the  face 
amount  of  loans,  but  withheld  from  dis¬ 
bursements  to  debtor  small  business  con¬ 
cerns,  which  is  rebated  to  borrowers  upon 
early  repayment  of  loans,  or  is  closed  into 
the  asset  account  upon  liquidation  of  loans 
at  less  than  full  amount. 

Credit: 

(a)  With  amount  of  unearned  discount, 
fees,  and  other  charges  Included  in  the  face 
amount  of  loans  but  withheld  from  disburse¬ 
ments  to  debtor  small  business  concerns 
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(b)  With  portion  retained  by  the  company 
of  total  amount  of  unearned  discount,  fees, 
and  other  charges  Included  in  the  face 
amount  of  loans,  but  withheld  from  dis¬ 
bursements  to  debtor  small  business  con¬ 
cerns,  in  connection  with  loans  participated 
in  by  other  lenders. 

(c)  With  portion  assigned  to  the  company 
of  total  amount  of  unearned  discount,  fees, 
and  other  charges  included  in  the  face 
amount  of  loans,  but  withheld  from  dis¬ 
bursements  to  debtor  small  business  con¬ 
cerns,  in  connection  with  its  participations 
in  loans  of  other  lenders. 

Note  1:  A  participation  is  defined  as  an 
undivided  interest  shared  with  one  or  more 
other  lenders  or  investors  in  a  note,  de¬ 
benture,  certificate  of  stock,  or  other  instru¬ 
ment  evidencing  a  loan  to,  or  equity  financ¬ 
ing  of,  a  small  business  concern. 

Note  2 :  Unearned  discount  in  this  account 
will  be  transferred,  as  appropriate  to  ac¬ 
count  No.  512 — Interest  on  loans,  as  it  be¬ 
comes  earned,  and  unearned  fees  and  other 
charges  will  be  transferred  to  account  No. 
536 — Application  and  appraisal  fees,  under 
similar  circumstances. 

Note  3:  Any  fees  and  other  charges  con¬ 
sidered  earned  immediately  upon  closing  of 
loans  will  be  recorded  in  the  income  ac¬ 
count  at  once  without  first  being  entered  in 
this  account. 

Note  4:  Appropriate  subsidiary  records 
should  be  maintained  for  all  unearned 
amounts  Included  in  this  account  to  permit 
identification  of  such  amounts  with  the 
particular  loans  to  which  they  relate. 

180  Debt  securities,  convertible,  and  with 
stock  purchase  warrants  or  options.  This  ac¬ 
count  will  represent  the  unpaid  principal 
balance  of  small  business  concerns'  debt 
securities,  convertible,  and  with  attached 
stock  purchase  warrants  or  options,  ac¬ 
quired  by  the  company  pursuant  to  section 
304  of  the  Small  Business  Investment  Act  of 
1958,  as  amended.  If  the  stock  purchase  war¬ 
rants,  options,  or  other  stock  rights  have  a 
separate  purchase  cost,  or  if  a  separate  cost 
has  otherwise  been  determined  for  them,  the 
warrants,  options,  or  other  stock  rights  will 
be  reflected  at  such  cost  in  account  No.  197. 

Debit: 

(a)  With  face  amount  of  debt  securities, 
convertible,  and  with  stock  purchase  war¬ 
rants  or  options,  acquired. 

(b)  With  portion  retained  by  company  of 
debt  securities,  convertible,  and  with  stock 
purchase  warrants  or  options,  in  which 
participations  are  sold  to  others. 

(c)  With  amount  of  participations  in  pur¬ 
chases  by  others  of  debt  securities,  con¬ 
vertible,  and  with  stock  purchase  warrants 
or  options. 

(d)  With  reversal  of  prior  credits  when 
checks  received  representing  repayments  are 
dishonored,  etc. 

Credit: 

( a)  With  amount  collected  on  face  amount 
of  debt  securities,  convertible,  and  with 
stock  purchase  warrants  or  options. 

(b)  With  company’s  share  of  amount  col¬ 
lected  on  principal  of  debt  securities,  con¬ 
vertible,  and  with  stock  purchase  warrants 
or  options,  in  which  participations  are  sold 
to  others. 

(c)  With  amount  by  which  participations 
in  purchases  by  others  of  debt  securities, 
convertible,  and  with  stock  purchase  war¬ 
rants  or  options,  are  reduced  by  repayments 
transmitted  by  the  “initiating"  company. 

(d)  With  unpaid  principal  of  debt  secu¬ 
rities,  convertible,  and  with  stock  purchase 
warrants  or  options,  or  portions  thereof,  con¬ 
verted  into  capital  stock. 

(e)  With  unpaid  principal  of  debt  securi¬ 
ties,  convertible,  and  with  stock  purchase 
warrants  or  options,  which  have  been  di¬ 
vested  of  stock  rights  through  (1)  the  ex¬ 


piration  of  the  conversion  privilege,  (2)  the 
exercise  or  the  expiration  of  rights  conveyed 
by  nondetachable  or  detachable  stock  pur¬ 
chase  warrants  or  options,  or  (3)  the  de¬ 
tachment  of  detachable  stock  purchase  war¬ 
rants  or  options. 

(f)  With  unpaid  principal  of  debt  securi¬ 
ties,  convertible,  and  with  stock  purchase 
warrants  or  options,  transferred  to  assets 
acquired  in  liquidation  of  loans  and  debt 
securities. 

(g)  With  upaid  principal  of  debt  securi¬ 
ties,  convertible,  and  with  stock  purchase 
warrants  or  options,  written  off  or  disposed 
of  otherwise. 

Note  1:  A  participation  is  defined  as  an 
undivided  interest  shared  with  one  or  more 
other  lenders  or  investors  in  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  instrument 
evidence  a  loan  to,  or  equity  financing  of, 
a  small  business  concern. 

Note  2:  It  Is  assumed  that  in  all  arrange¬ 
ments  for  participation  in  the  purchase  of 
debt  securities,  convertible,  and  with  stock 
purchase  warrants  or  options,  the  “initiat¬ 
ing”  company  will  service  the  financing. 

Note  3:  It  Is  recommended  that  individual 
ledger  cards  or  sheets  be  maintained  for  all 
debt  securities,  convertible,  and  with  stock 
purchase  warrants  or  options.  Such  ledger 
cards  or  sheets  should  contain  the  detailed 
information  needed  for  account  No.  188 — Un¬ 
earned  discount,  fees,  and  other  charges  on 
debt  securities,  and  for  activities  pertaining 
to  participations  purchases  or  sold. 

(See  accounts  Nos.  184,  186,  187,  188,  and 
memorandum  record  No.  NA-10.) 

184  Debt  securities  divested  of  stock 
rights.  This  account  will  represent  the  un¬ 
paid  principal  balance  of  small  business  con¬ 
cerns'  debt  securities  which  have  been  di¬ 
vested  of  stock  rights  through  ( 1 )  the  expira¬ 
tion  of  the  conversion  privilege  of  convertible 
debt  securities,  (2)  the  exercise  or  the 
expiration  of  rights  conveyed  by  non¬ 
detachable  or  detachable  stock  purchase 
warrants  or  options  of  debt  securities,  or  (3) 
the  detachment  of  detachable  stock  pur¬ 
chase  warrants  or  options,  obtained  in  con¬ 
nection  with  the  acquisition  of  debt  securi¬ 
ties  pursuant  to  section  304  of  the  small 
Business  Investment  Act  of  1968,  as  amended. 

Debit: 

(a)  With  unpaid  principal  of  debt  securi¬ 
ties  divested  of  stock  rights  through  (1)  the 
expiration  of  the  conversion  privilege,  (2) 
the  exercise  or  the  expiration  of  rights  con¬ 
veyed  by  nondetachable  or  detachable  stock 
purchase  warrants  or  options,  or  (3)  the 
detachment  of  detachable  stock  purchase 
warrants  or  options. 

(b)  With  company's  retained  portion  of 
debt  securities  participated  in  by  others 
which  have  been  subsequently  cfi  vested  of 
stock  rights. 

(c)  With  amount  of  participations  in  pur¬ 
chases  by  others  of  debt  securities  which 
have  been  subsequently  divested  of  stock 
rights. 

(d)  With  reversal  of  prior  credits  when 
checks  received  representing  repayments  are 
dishonored,  etc. 

Credit: 

(a)  With  amount  collected  on  face  amount 
of  debt  securities  divested  of  stock  rights. 

(b)  With  company’s  share  of  amount  col¬ 
lected  on  principal  of  debt  securities  par¬ 
ticipated  in  by  others  which  have  been 
subsequently  divested  of  stock  rights. 

(c)  With  full  amount  by  which  participa¬ 
tions  in  purchases  by  others  of  debt  securi¬ 
ties  which  have  been  subsequently  divested 
of  stock  rights  are  reduced  by  repayments 
transmitted  by  the  “initiating”  company. 

(d)  With  unpaid  principal  of  debt  securi¬ 
ties  divested  of  stock  rights  transferred  to 
assets  acquired  in  liquidation  of  loans  and 
debt  securities. 
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(e)  With  unpaid  principal  of  debt  securi¬ 
ties  divested  of  stock  rights  written  off  or 
disposed  of  otherwise. 

Note:  It  Is  recommended  that  Individual 
ledger  cards  or  sheets  be  maintained  for  all 
debt  securities  which  have  been  divested  of 
stock  rights.  Such  ledger  cards  or  sheets 
should  contain  the  detailed  information 
needed  for  account  No.  188 — Unearned  dis¬ 
count,  fees,  and  other  charges  on  debt  se¬ 
curities. 

(See  accounts  Nos.  186,  187,  and  188.) 

186  Appreciation  of  debt  securities  of 
SBC’s.  This  account  will  represent  the 
amount  by  which  the  licensee’s  Board  of  Di¬ 
rectors  has  valued  debt  securities  with  equity 
features  above  cost  of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increases  In  such  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  In  amount  of  such  ap¬ 
preciation  resulting  from  decline  In  fair  value 
of  securities. 

(b)  With  amount  of  appreciation  attribut¬ 
able  to  securities  sold  or  otherwise  disposed 
of. 

(See  account  No.  440.) 

Note:  See  Note  1  to  account  187. 

187  Depreciation  of  debt  securities  val¬ 
ues.  This  account  will  represent  the  down¬ 
ward  valuation  of  debt  securities,  converti¬ 
ble,  and  with  stock  purchase  warrants  or 
options,  and  debt  securities,  divested  of  stock 
rights  and  should  be  maintained  In  an 
amount  not  less  than  a  conservative  esti¬ 
mate  of  probable  losses.  This  valuation  re¬ 
serve  will  be  adjusted  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 

(b)  With  amount  of  reserve  established  In 
this  account  for  debt  securities  which  are 
written  off,  sold,  or  disposed  of  otherwise. 

(c)  With  amount  of  writedown  of  such 
debt  securities,  not  to  exceed  the  amount  of 
reserve  established  therefor  In  this  account. 

Credit : 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  In  such 
reserve. 

Note  1:  When  debt  securities  of  small 
business  concerns  are  sold  by  the  company 
or  disposed  of  otherwise,  cash  or  other  ap¬ 
propriate  asset  account  will  be  debited  for 
the  amount  received.  Account  702  will  be 
debited  for  the  amount  of  the  loss,  and  the 
appropriate  Investment  account  will  be 
credited  for  the  related  cost  value  carried 
therein.  If  a  gain  over  cost  Is  realized,  such 
gain  will  be  credited  to  account  No.  572.  The 
amount  of  the  reserve  which  has  been  estab¬ 
lished  In  this  account  for  the  debt  security 
sold  or  disposed  of  otherwise  will  be  reversed 
and  offset  against  account  No.  445. 

Note  2 :  Usually,  this  account  will  be  sub¬ 
divided  Into  at  least  two  accounts : 

187.1  Allowance  for  losses  which  repre¬ 
sents  losses  the  licensee  expects  to  realize  on 
specific  debt  securities. 

187.2  Other  depreciation  of  debt  secu¬ 
rities  values  which  represents  the  Board  of 
Directors  downward  valuation  of  specific 
debt  securities.  However,  If  securities  are 
held  to  maturity  no  loss  would  be  expected. 
An  example  Is  money  mortgage  discount. 

188  Unearned  discount,  fees,  and  other 
charges  on  debt  securities.  Tills  account  will 
represent  the  amount  of  unearned  discount, 
fees,  and  other  charges  Included  In  the  face 
amount  of  small  business  concerns'  debt  se¬ 
curities  acquired  pursuant  to  section  304  of 
the  Small  Business  Investment  Act  of  1058, 
as  amended,  and  which  is  withheld  from  dis¬ 
bursements  to  such  small  business  concerns. 


Debit: 

(a)  With  amount  of  unearned  discount, 
fees,  and  other  charges  included  In  the  face 
amount  of  debt  securities,  but  withheld  from 
disbursements  to  debtor  small  business  con¬ 
cerns,  which  becomes  earned  through  col¬ 
lection  or  passage  of  time. 

(b)  With  amount  earned  of  that  portion  of 
unearned  discount,  fees,  and  other  charges 
Included  In  the  face  amount  of  debt  secu¬ 
rities,  but  withheld  from  disbursements  to 
debtor  small  business  concerns,  which  is  re¬ 
tained  by  the  company  In  connection  with 
purchases  of  debt  securities  participated  In 
by  other  Investors  (the  amount  to  be  re¬ 
corded  becomes  earned  through  collection 
or  passage  of  time) . 

(c)  With  amount  earned  of  that  portion 
of  unearned  discount,  fees,  and  other  charges 
included  In  the  face  amount  of  debt  secu¬ 
rities,  but  withheld  from  disbursements  to 
debtor  small  business  concerns  which  is  as¬ 
signed  to  the  company  in  connection  with 
Its  participations  In  purchases  of  debt  secu¬ 
rities  by  other  investors  (the  amount  to  be 
recorded  becomes  earned  through  collection 
or  passage  of  time) . 

(d)  With  amount  of  unearned  discount, 
fees,  and  other  charges  Included  In  the  face 
amount  of  debt  securities,  but  withheld  from 
disbursements  to  debtor  small  business  con¬ 
cerns,  which  Is  rebated  to  borrowers  upon 
early  repayment  of  debt  securities,  or  is 
closed  into  the  asset  account  upon  liquida¬ 
tion  of  debt  securities  at  less  than  full 
amount. 

Credit : 

(a)  With  amount  of  unearned  discount 
( Including  that  equivalent  to  the  determined 
cost  of  warrants,  options,  and  other  stock 
rights,  as  explained  in  Note  2  of  account  No. 
197) ,  fees,  and  other  charges  Included  In  the 
face  amount  of  debt  securities  but  withheld 
from  disbursements  to  debtor  small  business 
concerns. 

(b)  With  portion  retained  by  the  company 
of  total  amount  of  unearned  discount,  fees, 
and  other  charges  Included  In  the  face 
amount  of  debt  securities,  but  withheld  from 
disbursements  to  debtor  small  business  con¬ 
cerns,  In  connection  with  purchases  of  debt 
securities  participated  In  by  other  Investors. 

(c)  With  portion  assigned  to  the  company 
of  toted  amount  of  unearned  discount,  fees, 
and  other  charges  Included  In  the  face 
amount  of  debt  securities,  but  withheld  from 
disbursements  to  debtor  small  business  con¬ 
cerns,  In  connection  with  its  participations 
In  purchases  of  debt  securities  by  other 
Investors. 

Note  1:  A  participation  Is  defined  as  an 
undivided  interest  shared  with  one  or  more 
other  lenders  or  Investors  In  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  Instrument 
evidencing  a  loan  to,  or  equity  financing  of, 
a  small  business  concern. 

Note  2 :  Unearned  discount  In  this  account 
will  be  transferred,  as  appropriate,  to  account 
No.  516 — Interest  on  debt  securities,  as  it  be¬ 
comes  earned,  and  unearned  fees  and  other 
charges  will  be  transferred  to  account  No. 
536 — Application  and  appraisal  fees,  under 
similar  circumstances. 

Note  3:  Any  fees  and  other  charges  con¬ 
sidered  earned  Immediately  upon  closing  of 
financing  through  purchase  of  debt  securi¬ 
ties  will  be  recorded  In  the  Income  account 
at  once  without  first  being  entered  In  this 
account. 

Note  4:  Appropriate  subsidiary  records 
should  be  maintained  for  all  unearned 
amounts  Included  In  this  account  to  permit 
Identification  of  such  amounts  with  the  par¬ 
ticular  debt  securities  to  which  they  relate. 

^190  Capital  stock  of  SBCs,  convertible, 
and  with  stock  purchase  warrants  or  options. 
This  account  will  represent  the  value  at  cost 
of  small  business  concerns’  capital  stock, 
convertible,  and  with  attached  stock  pur¬ 


chase  warrants  or  options,  acquired  by  the 
company  pursuant  to  section  304  of  the 
Small  Business  Investment  Act  of  1958,  as 
amended.  If  the  stock  purchase  warrants, 
options,  or  other  stock  rights  have  a  sepa¬ 
rate  purchase  cost,  or  If  a  separate  cost  has 
otherwise  been  determined  for  them,  the  war¬ 
rants,  options,  or  other  stock  rights  will  be 
reflected  at  such  cost  In  account  No.  197. 
Debit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs,  convertible,  and  with  stock  purchase 
warrants  or  options,  acquired. 

(b)  With  portion  retained  by  company  of 
the  capital  stock  of  SBCs,  convertible,  and 
with  stock  purchase  warrants  or  options,  in 
which  participations  are  sold  to  others. 

(c)  With  amount  of  participations  in  ac¬ 
quisitions  by  others  of  capital  stock  of  SBCs, 
convertible,  and  with  stock  purchase  war¬ 
rants  or  options. 

Credit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs,  convertible,  and  with  stock  purchase 
warrants  or  options,  which  has  been  divested 
of  stock  purchase  rights  through  (1)  the  ex¬ 
piration  of  the  conversion  privilege,  (2)  the 
exercise  or  the  expiration  of  rights  conveyed 
by  nondetachable  or  detachable  stock  pur¬ 
chase  warrants  or  options,  or  (3)  the  detach¬ 
ment  of  detachable  stock  purchase  warrants 
or  options. 

(b)  With  cost  of  such  capital  stock  of 
SBCs,  convertible,  and  with  stock  purchase 
warrants  or  options,  converted  to  another 
class  of  capital  stock. 

(c)  With  cost  of  such  capital  stock  of 
SBCs,  convertible,  and  with  stock  purchase 
warrants  or  options,  written  off  or  disposed 
of  otherwise. 

Note  1:  A  participation  Is  defined  as  an 
undivided  Interest  shared  with  one  or  more 
other  lenders  or  Investors  In  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  Instrument 
evidencing  a  loan  to,  or  equity  financing  of, 
a  small  business  concern. 

Note  2:  It  Is  assumed  that  In  all  arrange¬ 
ments  for  participation  In  the  acquisition  of 
capital  stock  of  SBCs,  convertible,  and  with 
stock  purchase  warrants  or  options,  the 
“Initiating”  company  will  service  the  financ¬ 
ing. 

Note  3 :  It  is  recommended  that  Individual 
ledger  cards  or  sheets  be  maintained  for  all 
capital  stock  of  SBCs,  convertible,  and  with 
stock  purchase  warrants  or  options. 

(See  accounts  Nos.  191,  193,  and  memoran¬ 
dum  record  No.  NA-10.) 

191  Capital  stock  of  SBCs — other.  This  ac¬ 
count  will  represent  the  value  at  cost  of  small 
business  concerns’  capital  stock  acquired  by 
the  company  without  conversion  privileges  or 
stock  purchase  warrants  or  options,  or  exist¬ 
ing  on  the  books  as  the  result  of  (1 )  the  ex¬ 
piration  of  the  conversion  privilege  of  con¬ 
vertible  capital  stock  of  SBCs,  (2)  the  exer¬ 
cise  or  the  expiration  of  rights  conveyed  by 
nondetachable  or  detachable  stock  purchase 
warrants  or  options,  or  (3)  the  detachment 
of  detachable  stock  purchase  warrants  or  op¬ 
tions,  obtained  In  connection  with  the  ac¬ 
quisition  of  capital  stock  of  small  business 
concerns  pursuant  to  section  304  of  the  Small 
Business  Investment  Act  of  1958,  as  amended. 

Debit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs — other  acquired  through  (1)  purchase 
(2)  conversion  of  convertible  debt  securities 
or  convertible  capital  stock  of  SBCs,  or  (3) 
exercise  of  rights  conveyed  by  stock  purchase 
warrants  or  options  Issued  by  small  business 
concerns  In  connection  with  their  debt  se¬ 
curities  or  capital  stock  acquired  by  the 
company. 

(b)  With  cost  of  such  capital  stock  of 
SBCs — other  resulting  from  (1)  the  expira¬ 
tion  of  the  conversion  privilege  of  convertible 
capital  stock  of  SBCs,  (2)  the  expiration  of 
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rights  conveyed  by  nondet&chsuble  or  detach¬ 
able  stock  purchase  warrants  or  options,  or 
(3)  the  detachment  o t  detachable  stock 
purchase  warrants  or  options,  obtained  In 
connection  with  the  acquisition  of  capital 
stock  of  small  business  concerns. 

(c)  With  portion  retained  by  company  of 
the  capital  stock  of  SBCe — other  In  which 
participations  are  sold  to  others. 

(d)  With  amount  of  participations  In 

capital  stock  of  SBCs — other  acquired  by  or 
subsequently  existing  on  the  books  of  others 
without  conversion  privileges  or  stock  pur¬ 
chase  warrants  or  options.  i 

Credit: 

(a)  With  cost  of  such  capital  stock  of 
SBCs— other  written  off  or  disposed  of  other¬ 
wise. 

Non  1 :  It  Is  recommended  that  Individual 
ledger  cards  or  sheets  be  maintained  for  all 
capital  stock  of  SBCs — other  acquired  or  sub¬ 
sequently  existing  without  conversion  privi¬ 
leges  or  stock  purchase  warrants  or  options. 

Non  3:  In  acquisitions  of  capital  stock 
through  exercise  of  rights  conveyed  by  stock 
purchase  warrants  or  options  Issued  by 
inmaii  business  concerns  In  connection  with 
their  debt  securities  or  capital  stock  pre¬ 
viously  acquired  by  the  company,  the  amount 
of  the  expenditure  made  by  the  company  in 
the  current  acquisition  of  the  capital  st6ck 
will  be  considered  the  cost  of  the  stock  In 
those  Instances  when  the  stock  purchase 
rights  surrendered  have  only  a  nominal 
value;  otherwise,  the  cost  of  the  stock  will 
comprise  the  current  expenditure  plus  the 
cost  of  the  warrants  of  options  surrendered. 

Norc  8:  In  conversions  of  convertible  debt 
securities  of  small  business  concerns  Into 
capital  stock,  or  In  conversions  of  convertible 
capital  stock  of  SBCs  Into  another  class  of 
capital  stock,  the  value  at  cost  of  the  par¬ 
ticular  convertible  security  should  be  con¬ 
sidered  the  cost  of  the  capital  stock  re¬ 
ceived  In  the  conversion. 

(See  accounts  Noe.  190,  193,  and  197.) 

193  Appreciation  of  capital  stock  of  SBCs. 
This  account  will  represent  the  amount  by 
which  the  licensee's  Board  of  Directors  has 
valued  capital  stock  of  SBCs  above  cost  of 
such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognised. 

(b)  With  amount  of  Increases  in  such  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  In  amount  of  such  ap¬ 
preciation  resulting  from  decline  In  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  otherwise  dis¬ 
posed  of. 

(See  account  No.  440.) 

Non:  See  note  1  to  account  No.  193. 

193  Depreciation  of  capital  stock  values. 
This  account  will  represent  the  downward 
valuation  of  (1)  capital  stock  of  SBCs,  con¬ 
vertible,  and  with  stock  purchase  warrants 
or  options,  and  (3)  capital  stock  of  SBCs — 
other,  and  should  be  maintained  In  an 
amount  not  less  than  a  conservative  esti¬ 
mate  of  probable  losses.  This  valuation  re¬ 
serve  will  be  adjusted  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
rwtrvc. 

(b)  With  amount  of  reserve  established  In 
this  account  for  capital  stock  which  Is  writ¬ 
ten  off,  sold,  or  disposed  of  otherwise. 

(c)  With  amount  of  write  down  of  such 
capital  stock,  not  to  exceed  the  amount  of 
reserve  established  therefor  In  this  account. 

Credit: 

(a)  With  amount  of  such  reserve 

established. 

(b)  With  amount  of  Increases  In  such 

reserve. 


Not*  1 :  When  capital  stock  of  SBCs  Is  sold 
by  the  company  or  disposed  of  otherwise, 
cash  or  other  appropriate  asset  account  will 
be  debited  for  the  amount  received.  Ac¬ 
count  706  will  be  debited  for  the  amount  of 
the  loss  and  the  appropriate  investment  ac¬ 
count  will  be  credited  for  the  related  cost 
value  carried  therein.  If  a  gain  over  cost  is 
realized,  such  gain  will  be  credited  to  ac¬ 
count  No.  674.  The  amount  of  the  reserve 
which  has  been  established  In  the  account 
for  capital  stock  sold  or  disposed  of  other¬ 
wise  will  be  reversed  and  offset  against  ac¬ 
count  No.  446. 

Note  3:  Usually,  this  account  will  be  sub¬ 
divided  Into  at  least  two  accounts: 

193.1  Allowance  for  losses  represents 
losses  the  licensee  expects  to  realize  on 
specific  capital  sock  Investments. 

193.2  Other  depreciation  of  stock  values 
represents  the  downward  valuation  of  speci¬ 
fic  stock  Investments.  However,  the  licensee’s 
management  expects  the  decline  to  be  tem¬ 
porary  and  thereby  suffer  no  less  on  the  In¬ 
vestment.  An  example  Is  temporary  market 
decline  of  public  tradeable  stocks  that  are 
unrestricted. 

(See  accounts  Nos.  190,  193,  and  445.) 

194  Equity  interests  of  unincorporated 
concerns.  This  account  will  represent  the 
licensee's  Investment  In  equity  type  securi¬ 
ties  of  a  limited  partnership  or  other  type  of 
unincorporated  concern.  The  account  will 
be  maintained  on  the  equity  method  of  ac¬ 
counting  basis  and  will  show  the  licensee’s 
investment  after  considering  Its  proportion¬ 
ate  share  of  realized  Income  (loss)  of  the  un¬ 
incorporated  concern  as  well  as  distribu¬ 
tions. 

Debit: 

(a)  With  cost  of  equity  Interest  acquired. 

(b)  With  the  licensee's  proportionate  share 
of  the  concern’s  net  Income. 

Credit: 

(a)  With  the  licensee’s  proportionate 
share  of  net  loss. 

(b)  With  the  licensee's  proportionate  share 
of  cash  dividends. 

(c)  With  the  value  on  equity  basis  of  the 
licensee’s  Investment  when  sold  or  disposed 
of  otherwise. 

(See  accounts  Nos.  196  and  196.) 

195  Appreciation  of  equity  interests  of  un¬ 
incorporated  concerns.  This  account  will  rep¬ 
resent  the  amount  by  which  the  licensee’s 
Board  of  Directors  has  valued  equity  Interests 
of  unincorporated  concerns  above  the  carry¬ 
ing  value  of  such  securities  on  the  equity 
method  of  accounting. 

Debit: 

(a)  With  amount  of  such  appreciation  rec¬ 
ognized. 

(b)  With  amount  of  Increases  In  such  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  In  amount  of  such  ap¬ 
preciation  resulting  from  decline  In  fair  value 
of  securities. 

(b)  With  amount  of  appreciation  attribu¬ 
table  to  securities  sold  or  otherwise  disposed 
of. 

Note:  See  Note  1  to  account  196. 

(See  accounts  Nos.  194,  196,  and  440.) 

196  Depreciation  of  equity  interests  of  un¬ 
incorporated  concerns.  This  account  will  rep¬ 
resent  the  amount  by  which  the  licensee’s 
Board  of  Directors  has  valued  equity  Interests 
of  unincorporated  concerns  below  the  carry¬ 
ing  value  of  such  securities  on  the  equity 
method  of  accounting. 

Debit: 

(a)  With  decrease  In  amount  of  such  de¬ 
preciation  resulting  from  Increase  In  fair 
value  of  such  equity  Interests. 

(b)  With  amount  of  depreciation  attrib¬ 
utable  to  equity  Interests  sold  or  otherwise 
disposed  of. 


Credit: 

(a)  With  amount  of  such  depreciation  rec¬ 
ognized. 

(b)  With  amount  of  Increase  In  such  de¬ 
preciation  recognized. 

Note  1:  When  equity  Interests  are  sold  by 
the  company  or  disposed  of  otherwise,  cash 
or  other  appropriate  asset  account  will  be 
debited  for  the  amount  received.  Account  708 
will  be  debited  for  the  amount  of  the  loss 
and  the  appropriate  Investment  account  will 
be  credited  for  the  related  cost  value  carried 
therein.  If  a  gain  over  cost  Is  realized,  such 
gain  will  be  credited  to  account  No.  576.  The 
amount  of  the  reserve  which  has  been  estab¬ 
lished  In  the  account  for  equity  Interest  sold 
or  disposed  of  otherwise  will  be  reversed  and 
offset  against  account  No.  445. 

Note  3:  This  account  will  usually  be  the 
same  as  allowance  for  loss  on  equity  Interests 
of  unincorporated  concerns.  Otherwise,  the 
account  should  be  subdivided. 

(See  accounts,  Noe.  194,  196,  and  446.) 

197  Warrants,  options,  and  other  stock 
rights  acquired  from  SBCs.  This  account  will 
represent  the  value  at  purchase  price  or  at 
cost  as  otherwise  determined  of  warrants, 
options,  and  other  stock  rights  acquired  by 
the  company  from  small  business  concerns 
pursuant  to  section  304  of  the  Small  Busi¬ 
ness  Investment  Act  of  1958,  as  amended. 
The  aocount  will  Include  conversion  rights 
for  which  a  separate  cost  has  been  deter¬ 
mined. 

Detachable  stock  purchase  warrants  or 
options  on  stock  of  SBCs  for  which  no  con¬ 
sideration  is  given  distinct  from  that  sur¬ 
rendered  for  the  debt  securities  or  capital 
stock  which  they  accompany,  or  for  which 
no  separate  cost  has  been  determined,  will 
be  reflected  In  memorandum  record  No.  NA- 
10,  If  retained  after  the  financing  Instru¬ 
ments  which  they  accompanied  have  been 
disposed  cf 

Debit: 

(a)  With  cost  of  such  warrants,  options, 
or  other  stock  rights  acquired. 

(b)  With  portion  retained  by  company  of 
the  warrants,  options,  or  other  stock  rights 
In  which  participations  are  sold  to  others. 

(c)  With  amount  of  participations  In 
acquisitions  by  others  of  warrants,  options, 
or  other  stock  rights. 

Credit: 

(a)  With  cost  of  such  warrants,  options, 
or  other  stock  rights  surrendered  In  exer¬ 
cising  the  stock  rights. 

(b)  With  cost  of  such  warrants,  options,  or 
other  stock  rights  written  off  or  disposed  of 
otherwise. 

(c)  With  cost  of  such  warrants,  options, 
or  other  stock  rights  for  which  the  exercise 
period  has  expired. 

Note  1:  It  Is  recommended  that  Individ¬ 
ual  ledger  cards  or  sheets  be  maintained  for 
all  warrants,  options,  or  other  stock  rights 
acquired  from  SBCs. 

Note  2:  The  cost  of  warrants,  options,  and 
other  stock  rights  acquired  from  SBCs  for  a 
separate  consideration  will  be  charged  to 
this  account,  with  a  credit  to  cash.  If  war¬ 
rants,  options,  or  other  stock  rights  are 
acquired  from  SBCs  without  a  separate  con¬ 
sideration  and  a  cost  thereof  Is  otherwise 
determined,  such  cost  will  be  established  In 
this  aocount.  (The  determined  cost  of  war¬ 
rants,  options,  and  other  stock  rights 
acquired  with  debt  securities  without  a  sepa¬ 
rate  consideration  therefor  shall  be  arrived 
at  giving  full  consideration  to  the  grade  of 
the  debt  security.)  The  payment  for  the  debt 
security  or  capital  stock  certificate  which 
accompanied  the  stock  rights  will  be  al¬ 
located  between  the  obligation  or  stock  and 
the  stock  rights.  Cash  will  be  credited  for 
the  determined  cost  of  the  stock  rights.  Cash 
also  will  be  credited  for  the  amount  of  the 
debt  security  or  stock  received  less  the 
amount  withheld  from  disbursement  In  re- 
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lation  to  the  debt  security  or  stock  received, 
which  is  equivalent  to  the  determined  cost 
of  the  stock  rights  plus  (in  the  case  of  a 
debt  security)  any  other  withholding  from 
net  funds  advanced.  In  the  purchase  of  a 
debt  security  the  deduction  equal  to  the 
determined  cost  of  the  stock  rights,  plus  any 
other  withholding  from  net  funds  advanced, 
will  be  treated  as  unearned  discount  on  the 
debt  security  and  credited  to  account  No. 
188 — Unearned  disoount,  fees,  and  other 
charges  on  debt  securities.  In  the  case  of  a 
purchase  of  capital  stock,  the  deduction 
equal  to  the  determined  cost  of  the  stock 
rights  will  serve  to  reduce  the  cost  of  the 
stock  to  be  recorded  in  account  No.  190 — 
Capital  stock  of  SBCs,  convertible,  and  with 
stock  purchase  warrants  or  options. 

(See  accounts  Nos.  199, 577,  and  707.) 

198  Appreciation  of  w  fronts,  options, 
and  other  stock  rights  acquired  from  SBCs. 
This  account  will  represent  the  amount  by 
which  the  licensee’s  Board  of  Directors  has 
valued  warrants,  options  and  other  stock 
rights  above  cost  of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increases  in  such 
appreciation  recognized. 

Credit: 

(a)  With  decrease  in  amount  of  such  ap¬ 
preciation  resulting  from  decline  in  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  otherwise  disposed 
of. 

(See  accounts  Nos.  197, 199,  and  440.) 

Non:  See  Note  1  to  account  No.  199. 

199  Depreciation  of  warrants,  options, 
and  other  stock  rights  acquired  from  SBCs. 
This  account  will  represent  the  Board  of 
Directors’  downward  valuation  of  warrants, 
options,  and  other  stock  righte  acquired 
from  SBCs,  and  should  represent  an  amount 
not  less  than  a  conservative  estimate  of 
probable  losses.  This  valuation  reserve  will 
be  adjusted  as  occasion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 

(t>)  With  amount  of  reserve  established  in 
this  account  for  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs  which  are 
written  off,  sold,  or  disposed  of  otherwise 
(contra  credit  will  be  made  to  account  No. 
446). 

(c)  With  amount  of  Writedown  of  such 
warrants,  options,  and  other  stock  rights 
acquired  from  SBCs,  not  to  exceed  the 
amount  of  reserve  established  therefor  in 
this  account. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such 
reserve. 

-  Note  1:  When  warrants,  options,  and 
other  stock  rights  acquired  from  SBCs  are 
sold  by  the  company  or  disposed  of  other¬ 
wise.  cash  or  other  appropriate  asset  account 
will  be  debited  for  the  amount  received,  ac¬ 
count  707  will  be  debited  for  the  amount 
of  the  loss  and  the  appropriate  investment 
aocount  will  be  credited  for  the  related  cost 
value  carried  therein.  If  a  gain  over  cost  is 
realized,  such  gain  will  be  credited  to  ac¬ 
count  577.  The  amount  of  the  reserve  which 
has  been  established  in  the  account  for  war¬ 
rants,  options,  or  other  stock  rights  acquired, 
sold  or  disposed  of  otherwise  will  be  reversed 
and  offset  against  account  445. 

Note  2:  This  account  will  usually  repre¬ 
sent  the  allowance  for  losses  on  warrants, 
options,  and  other  stock  rights.  Otherwise, 
this  account  should  be  subdivided. 

(See  Accounts  Nos.  197,  198,  and  445.) 


200  Receivables  due  from  debtors  on  sale 
of  assets  acquired  in  liquidation  of  portfolio 
securities.  This  account  will  represent  the 
unpaid  balance  of  accounts  receivable,  notes 
receivable,  sales  contracts,  purchase  money 
mortgages,  and  similar  evidences  of  indebt¬ 
edness  to  the  company  arising  from  the  sale 
of  assets  acquired  in  liquidation  of  portfolio 
securities. 

Debit: 

(a)  With  amount  of  such  receivables. 

(b)  With  amount  of  participation  in 
amounts  due  from  debtors  on  sale  of  assets 
acquired  in  liquidation  of  portfolio  securities 
of  other  lenders  or  investors. 

Credit: 

(a)  With  amount  collected  on  principal  of 
such  receivables. 

(b)  With  amount  transferred  to  account 
No.  207 — Other  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities.  (Noncash  assets 
other  than  receivables  obtained  on  sale  of 
assets  acquired  in  liquidation  of  portfolio 
securities  should  be  reflected  at  cost  in  ac¬ 
count  No.  207) . 

(c)  With  unpaid  principal  balance  written 
off  or  disposed  of  otherwise. 

Note:  It  is  recommended  that  subsidiary 
records  be  maintained  in  sufficient  detail 
to  disclose  for  report  and  tax  purposes  all 
transactions  affecting  amounts  due  from 
debtors  on  sale  of  assets  acquired  in  liqui¬ 
dation  of  portfolio  securities. 

(See  accounts  Nos.  203, 204,  and  207.) 

203  Depreciation  in  values  of  receivables 
from  debtors  on  sale  of  assets  acquired  in 
liquidation  of  portfolio  securities.  This  ac¬ 
count  will  represent  the  downward  valuation 
on  amounts  due  from  debtors  and  securities 
received  on  sale  of  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities,  and  should  be 
maintained  in  an  amount  not  less  than  a 
conservative  estimate  of  probable  losses.  This 
valuation  reserve  will  be  adjusted  as  occa¬ 
sion  demands. 

Debit: 

(a)  With  amount  of  decreases  in  such 
reserve. 

(b)  With  amount  due  from  debtors  on 
sale  of  assets  acquired  in  liquidation  of  port¬ 
folio  securities  written  off. 

Credit: 

(a)  With  amount  of  such  reserve  estab¬ 
lished. 

(b)  With  amount  of  increases  in  such 
reserve. 

(c)  With  amount  of  recoveries  on  such 
items  written  off. 

Note:  Occasionally,  this  account  will  be 
subdivided  into  at  least  two  accounts: 

203.1  Allowance  for  losses  which  repre¬ 
sents  losses  the  licensee  expects  to  realize  on 
sepclflc  receivables  from  debtors. 

203.2  Other  depreciation  of  receivables 
from  debtors  represents  the  Board  of  Direc¬ 
tors  downward  valuation  of  specific  receiv¬ 
ables  from  debtors.  However,  if  securities 
are  held  to  maturity  no  loss  would  be  ex¬ 
pected.  An  example  is  money  mortgage  dis¬ 
count. 

(See  accounts  Nos.  200  and  445.) 

204  Operating  concerns  acquired.  Occa¬ 
sionally,  a  licensee  takes  action  to  protect 
its  investment  in  a  portfolio  concern  and  as 
a  result  acquires  a  controlling  interest  in  an 
operating  concern.  In  such  cases,  the  li¬ 
censee  will  reclassify  the  aggregate  amount 
due  from  the  portfolio  concern  to  this  ac¬ 
count.  If  the  concern  has  ceased  operations 
and  is  Jseing  liquidated,  the  aggregate 
amount  due  from  the  portfolio  concern 
will  be  classified  as  other  assets  acquired  in 
liquidation  of  portfolio  securities  (account 
No.  207)  rather  than  this  account. 


Debit: 

(a)  With  total  amount  of  the  licensee's 
investment  in  the  operating  concern  at  the 
time  of  the  acquisition. 

(b)  With  additional  financing  provided  by 
the  licensee. 

Credit: 

(a)  With  amount  collected  from  such  op¬ 
erating  concern. 

(b)  With  proportionate  cost  of  interest 
sold  or  disposed  of  otherwise. 

(c)  With  amounts  written  off. 

Note:  It  is  recommended  that  individual 
ledger  cards  or  sheets  be  maintained  for 
Individual  loans  and  investments  by  operat¬ 
ing  concerns  acquired. 

(See  accounts  Nos.  205  and  206.) 

205  Appreciation  of  operating  concerns 
acquired.  This  account  will  represent  the 
amount  by  which  the  licensee’s  Board  of 
Directors  has  valued  securities  of  operating 
concerns  acquired  above  cost  of  such  securi¬ 
ties. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  increases  in  such 
appreciation  recognized. 

Credit: 

(a)  With  decrease  in  amount  of  such  ap¬ 
preciation  resulting  from  decline  in  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attribut¬ 
able  to  securities  sold  or  otherwise  disposed 
of. 

(See  accounts  204,  206,  and  440.) 

Note:  See  Note  1  to  account  No.  206. 

206  Depreciation  of  operating  concerns 
acquired.  This  account  will  represent  the 
amount  by  which  the  licensee’s  Board  of 
Directors  has  valued  securities  of  operating 
concerns  acquired  below  cost  of  such 
securities. 

Debit: 

(a)  With  decreases  in  amount  of  such  de¬ 
preciation  resulting  from  Increase  in  fair 
value  of  such  equity  interests. 

(b)  With  amount  of  depreciation  attrib¬ 
utable  to  equity  interests  sold  or  otherwise 
disposed  of. 

Credit: 

(a)  With  amount  of  such  depreciation 
recognized. 

(b)  With  amount  oi  increase  in  such  de¬ 
preciation  recognized. 

Note  1:  When  investments  in  operating 
concerns  are  sold  by  the  company  or  dis¬ 
posed  of  otherwise,  cash  or  other  appro¬ 
priate  asset  account  will  be  debited  tor  the 
amount  received.  Account  708  will  be  debited 
for  the  amount  of  the  loss,  and  the  appro¬ 
priate  Investment  account  will  be  credited 
for  the  related  cost  value  carried  therein. 
If  a  gain  over  cost  is  realized,  such  gain 
will  be  credited  to  account  No.  578.  The 
amount  of  the  reserve  which  has  been  estab¬ 
lished  in  the  account  for  the  investment 
sold  or  disposed  of  otherwise  will  be  reversed 
and  offset  against  account  No.  445. 

Note  2:  Usually,  this  account  will  be  sub¬ 
divided  into  at  least  two  accounts: 

206.1  Allowance  for  losses  which  repre¬ 
sents  losses  the  licensee  expects  to  realize 
on  specific  operating  concern  acquired. 

208.2  Other  depreciation  of  values  rep¬ 
resents  the  Board  of  Directors  downward 
valuation  of  specific  loans.  However,  if  secu¬ 
rities  are  held  to  maturity  no  loss  would  be 
expected.  An  example  is  money  mortgage 
discount. 

(See  accounts  Nos.  204,  205,  and  445.) 
207  Other  assets  acquired  in  liquidation 
of  portfolio  securities.  This  account  will  rep¬ 
resent  the  company’s  investment  in  assets 
acquired  by  foreclosure,  or  otherwise,  in 
liquidation  of  portfolio  securities.  Judg¬ 
ments,  sheriffs’  certificates  (Including  prop- 
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erty  acquired  subject  to  redemption) ,  etc., 
will  be  reflected  in  this  account. 

The  Investment  In  property  at  the  date  of 
acquisition  by  the  como&ny  should  be  deter¬ 
mined  by  the  Board  of  Directors  on  the  most 
suitable  of  the  following  bases:  (1)  Bid-ln 
price  of  the  property;  (3)  agreed  considera¬ 
tion  for  the  property;  (3)  fair  appraised 
value  of  tire  property.  Any  remaining  indebt¬ 
edness  will  be  written  off  unless  the  com¬ 
pany  expects  further  liquidation  of  the  debt 
from  other  sources.  Insofar  as  practicable, 
investment  values  will  be  determined  for 
each  Individual  asset,  or  unit,  at  the  time 
such  assets  are  recorded  In  this  account, 
and  when  an  asset  Is  sold  only  an  amount 
equal  to  the  Investment  In  such  asset  will 
be  credited  to  this  account. 

The  company’s  Investment  in  mortgaged 
real  property  acquired  In  liquidation  of 
portfolio  securities  should  be  recorded  at 
gross  value  as  determined  by  the  Board  of 
Directors,  reduced  as  necessary  to  bring  the 
net  recorded  value  to  no  more  than  the  out¬ 
standing  principal  balance  of  the  related 
portfolio  securities  Involved.  The  amount  of 
the  existing  mortgage  or  mortgages  on  such 
property  acquired  by  the  company  will  be 
reflected  in  account  No.  313.  The  balance  of 
the  latter  account  will  not  be  treated  as  a 
liability  on  the  Statement  of  Financial  Posi¬ 
tion  but  will  be  deducted  from  the  asset 
account. 

The  company’s  investment  In  Judgments 
should  be  recorded  at  the  face  amount  of 
the  judgment.  When  the  company  acquires 
the  underlying  security  to  the  related  port¬ 
folio  securities  outright  or  sublect  to  re¬ 
demption,  the  Investment  In  the  property 
should  be  determined  In  accordance  with 
the  bases  set  forth  In  the  second  paragraph. 

Debit: 

(a)  With  amount  of  the  company’s  In¬ 
vestment  In  the  assets  at  the  time  of  the 
acquisition. 

(b)  With  amount  of  the  company's  in¬ 
vestment  In  the  assets  at  the  date  of  judg¬ 
ment,  sheriff’s  certificate,  etc. 

(c)  With  amount  of  participation  in 
assets  acquired  by  others  In  liquidation  of 
portfolio  securities. 

Credit: 

(a)  With  proceeds  of  partial  sale  of  the 

assets. 

(b)  With  amount  of  the  company's  In¬ 
vestment  at  date  of  sale,  or  other  disposition 
at  the  assets. 

(c)  With  amount  written  off. 

Not*  l:  Collateral  notes  receivable  ac¬ 
quired  In  the  liquidation  of  portfolio  secu¬ 
rities  will  be  reflected  In  this  account;  but 
notes  receivable  that  are  subsequently  ac¬ 
cepted  in  connection  with  tbe  disposition  of 
assets  acquired  in  the  liquidation  of  port¬ 
folio  securities  will  be  included  In  account 
No.  200 — Receivables  from  debtors  on  sale  of 
assets  acquired  In  liquidation  of  portfolio 
securities. 

Non  2:  It  Is  recommended  that  subsidiary 
reoords  be  maintained  in  sufficient  detail  to 
disclose  for  report  and  tax  purposes  all 
transactions  affecting  assets  acquired  In  liq¬ 
uidation  of  portfolio  securities. 

(See  accounts  Nos.  170,  180,  184,  300,  and 
204.) 

308  Appreciation  of  other  assets  acquired 
in  liquidation  of  portfolio  securities.  This 
acoount  will  represent  the  amount  by  which 
the  licensee's  Board  of  Directors  has  valued 
other  assets  acquired  above  cost  of  such 
securities. 

Debit: 

(a)  With  amount  of  such  appreciation 

recognised. 

(b)  With  amount  of  Increases  In  such 
appreciation  recognised. 
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Credit: 

(a)  With  decrease  In  amount  of  such  ap¬ 
preciation  resulting  from  decline  In  fair 
value  of  securities. 

(b)  With  amount  of  appreciation  attribut¬ 
able  to  securities  sold  or  otherwise  disposed 

at. 

Not*:  See  Note  1  to  account  No.  209. 

(See  accounts  Nos.  207,  209,  and  440.) 

209  Depreciation  of  other  assets  acquired 
in  liquidation  of  portfolio  securities.  This  ac¬ 
count  will  represent  the  downward  valuation 
of  other  assets  acquired  In  liquidation  of 
portfolio  securities,  and  should  be  main¬ 
tained  in  an  amount  not  less  than  a  conserv¬ 
ative  estimate  at  probable  loses.  This  valua¬ 
tion  reserve  will  be  adjusted  as  occasion 
demands. 

Debit: 

(a)  With  amount  of  decreases  In  such 
reserve. 

(b)  With  amount  of  reserve  established  In 
this  account  for  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities  which  are  written 
off,  sold,  or  disposed  of  otherwise  (contra 
credit  will  be  made  to  account  No.  445) . 

(c)  With  amount  of  writedown  of  such 
assets  acquired  In  liquidation  of  portfolio 
securities,  not  to  exceed  the  amount  of  re¬ 
serve  established  therefor  In  this  account. 

Credit: 

(a)  With  amount  of  such  reserve 
established. 

(b)  With  amount  of  Increases  In  such 
reserve 

Not*  1:  When  assets  acquired  In  liquida¬ 
tion  of  portfolio  securities  are  sold  by  the 
company  or  disposed  of  otherwise,  cash  or 
other  appropriate  asset  account  will  be 
debited  for  the  amount  received,  acoount 
708  will  be  debited  for  the  amount  of  the 
loss  and  account  No.  209  will  be  credited  for 
the  related  cost  value  carried  therein.  If  a 
gain  over  recorded  Investment  in  the  assets 
acquired  In  liquidation  Is  realized,  such  gain 
will  be  credited  to  acoount  No.  578.  The 
amount  of  the  reserve  which  has  been  es¬ 
tablished  In  this  acoount  for  other  assets 
acquired  in  liquidation  of  portfolio  securities 
will  be  reversed  and  offset  against  account 
445  when  such  assets  are  sold  or  disposed  of 
otherwise. 

Not*  2:  This  account  will  usually  represent 
the  allowance  for  losses  on  other  assets  ac¬ 
quired  In  liquidation  of  portfolio  securities. 
Otherwise.  It  should  be  subdivided. 

(See  accounts  Nos.  200  and  445.) 

210  Notes  and  other  securities  received  on 
sale  of  portfolio  securities.  This  account  will 
represent  the  securities  taken  by  the  licensee 
as  part  of  the  net  sales  price  of  portfolio 
securities  sold. 

Debit: 

(a)  With  assigned  cost  of  such  securities 
when  acquired. 

Credit: 

(a)  With  cost  of  such  securities  when  sold. 

(b)  With  cost  of  such  securities  when 
written  off  or  disposed  of  otherwise. 

Not*  1 :  It  Is  recommended  that  Individual 
ledger  cards  or  sheets  be  maintained  for 
securities  received  on  sale  of  portfolio 
securities. 

(See  accounts  211, 212,  and  213.) 

211  Other  securities  received.  This  ac¬ 
count  will  represent  securities  received  by  the 
licensee  for  which  no  funds  were  provided 
and  which  would  not  otherwise  be  classified 
as  loans  and  Investments.  An  example  of  such 
securities  would  be  a  dividend  In  kind  re¬ 
ceived  by  licensee  from  a  portfolio  concern. 

Debit: 

(a)  With  fair  value  of  such  securities  when 
received. 

Credit: 

(a)  With  carrying  value  of  such  securities 
when  sold,  written  off  or  disposed  of 
otherwise. 

(See  accounts  210,  212,  and  213.) 


212  Appreciation  of  other  securities.  This 
account  will  represent  the  amount  by  which 
the  licensee’s  Board  of  Directors  has  valued 
other  securities  with  equity  features  above 
cost  of  such  securities. 

Debit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  Increases  In  such  ap¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  In  amount  of  Buch  ap¬ 
preciation  resulting  from  decline  In  fair  value 
of  securities. 

(b)  With  amount  of  appreciation  attribut¬ 
able  to  securities  sold  or  otherwise  disposed 

of. 

Non:  See  Note  1  to  account  No.  213. 

(See  accounts  210,  211,  218,  and  440.) 

213  Depreciation  of  other  securities.  This 
account  will  represent  the  amount  by  which 
the  licensee's  Board  of  Directors  has  valued 
other  securities  below  the  carrying  value  of 
such  securities. 

Debit: 

(a)  With  decreases  in  amount  of  such  de¬ 
preciation  resulting  from  Increase  In  fair 
value  of  such  securities. 

(b)  With  amount  of  depreciation  attrib¬ 
utable  to  other  securities  sold  or  otherwise 
disposed  of. 

Credit: 

(k)  With  amount  of  such  depreciation 
recognized. 

(b)  With  amount  of  Increase  In  such  de¬ 
preciation  recognized. 

Non  1:  When  other  securities  are  sold 
by  the  company  or  disposed  of  otherwise, 
cash  or  other  appropriate  asset  account  will 
be  debited  for  the  amount  received.  Account 
709  will  be  debited  for  the  amount  of  tbe 
loss  and  the  appropriate  Investment  account 
will  be  credited  for  the  related  cost  value  car¬ 
ried  therein.  If  a  gain  over  cost  is  realized, 
such  gain  will  be  credited  to  account  No. 
579.  The  amount  of  the  reserve  which  has 
been  established  In  the  account  few  securities 
sold  or  disposed  of  otherwise  will  be  reversed 
and  offset  against  account  No.  446. 

Non  2:  Frequently,  this  acoount  will  be 
subdivided  Into  at  least  two  accounts: 

213.1  Allowance  for  losses  represents  losses 
the  licensee  expects  to  realize  on  specific 
other  securities. 

213.2  Other  depreciation  of  values  repre¬ 
sents  the  Board  of  Directors  downward  valua¬ 
tion  of  specific  securities.  However,  If  securi¬ 
ties  are  held  to  maturity,  no  loss  would  be 
expected.  An  example  Is  money  mortgage  dis¬ 
count.  Another  example  would  be  temporary 
market  decline  of  marketable  securities. 

(See  accounts  Nos.  210,  211,  212,  and  445.) 

220  Prepaid  expenses.  This  account  will 
represent  the  unexplred  or  unconsumed  por¬ 
tion  of  expenses  expressly  applicable  to  fu¬ 
ture  periods  for  which  no  specific  accounts 
have  been  provided.  Such  expenses  should  be 
amortized  over  the  appropriate  period.  An 
example  erf  such  prepaid  expense  Is  debt 
discount  and  expense  that  may  result  from 
obtaining  leverage  funds. 

Debit: 

(a)  With  amount  of  prepaid  expenses. 

Credit: 

(a)  With  the  proportional  amount  of  such 
expenses  applicable  to  the  period. 

Not*:  Subsidiary  records  should  be  main¬ 
tained  to  Identify  the  items  reflected  In  this 
account  and  to  facilitate  their  amortization. 

221  Deferred  charge.  Timing  differences 
will  exist  between  accounting  Income  and 
taxable  income  and  thereby  may  cause  a  pre¬ 
payment  of  taxes  which  Is  considered  to  be  a 
deferred  charge  to  future  Income  tax  ex¬ 
pense.  The  prepayment  is  baaed  qn  account¬ 
ing  Income  and  primarily  will  result  from 
provision  for  loss  on  stock  at  SBC*.  This  ac- 
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count  will  represent  such  deferred  charges 
recognized. 

Debit: 

(a)  Such  account  for  amounts  when  pre¬ 
paid. 

Credit: 

(a)  Such  account  for  amounts  that  have 
been  -previously  prepaid  that  are  being  ap¬ 
plied  during  the  period. 

(See  account  No.  380.) 

330  Furniture  and  equipment.  This  ac¬ 
count  will  represent  the  cost  of  furniture, 
fixtures,  and  equipment,  including  automo¬ 
biles,  owned  by  the  company.  The  cost  of 
freight,  drayage,  cartage,  express,  etc.,  in  con¬ 
nection  lirlth  the  purchase  of  such  Items  of 
furniture  and  equipment,  will  be  Included 
in  this  account. 

Debit: 

(a)  With  cost  of  such  assets  purchased. 

Credit: 

(a)  With  cost  of  such  assets  at  the  time 
of  sale  or  other  disposition. 

Note:  An  Inventory  record  should  be 
maintained  for  all  such  assets  and  each  Item 
should  be  tagged  or  numbered  to  facilitate 
ready  identification. 

(See  account  No.  231.) 

231  Accumulated  depreciation  on  furniture 
and  equipment.  This  account  will  represent 
the  valuation  reserve  provided  for  deprecia¬ 
tion  of  furniture,  fixtures,  and  equipment. 
Including  automobiles,  owned  by  the  com¬ 
pany.  Tills  account  should  be  maintained  in 
an  amount  not  lees  than  a  conservative  esti¬ 
mate  of  the  expired  service  life  of  such  as¬ 
sets  while  owned  by  the  company. 

Debit: 

(a)  With  amount  of  depreciation  accumu¬ 
lated,  when  such  an  asset  is  sold  or  disposed 
of  otherwise. 

Credit: 

(a)  With  the  amount  necessary  to  depre¬ 
ciate  the  cost  of  such  assets  over  the  esti¬ 
mated  service  life. 

(See  accounts  Nos.  230  and  655.) 

240  Corporate  premises  oumed.  This  ac¬ 
count  will  represent  the  actual  cost  of  acqui¬ 
sition  of  the  land  and  building  used  as  the 
company's  office  quarters.  The  account  also 
will  include  the  actual  cost  of  any  improve¬ 
ments,  such  as  street,  sidewalk  and  other 
benefits,  applicable  to  the  land,  and  any  im¬ 
provements  applicable  to  the  building. 

Debit: 

(a)  With  actual  cost  of  acquisition  of  the 
land  and  building. 

(b)  With  actual  cost  of  any  Improvement 
to  the  land  and/or  building. 

Credit: 

(a)  With  the  acquisition  cost  of  the  land 
and/or  building,  plus  the  cost  of  Improve¬ 
ments  made  thereto,  when  the  land  and/or 
building  Is  sold  or  disposed  of  otherwise. 

(See  account  No.  341.) 

241  Accumulated  depreciation  on  corpo¬ 
rate  premises  owned.  This  account  will  rep¬ 
resent  the  valuation  reserve  provided  for  de¬ 
preciation  of  the  building  and  other  depre¬ 
ciable  Improvements  of  corporate  premises 
owned  and  used  as  the  company's  office  quar¬ 
ters.  This  account  should  be  maintained  In 
an  amount  not  less  than  a  conservative  esti¬ 
mate  of  the  expired  service  life  of  such  build¬ 
ing  and  Improvements  while  owned  by  the 
company. 

Debit: 

(a)  With  amount  of  depreciation  accumu¬ 
lated,  when  such  an  asset  is  sold  or  disposed 
of  otherwise. 

Credit: 

(a)  With  the  amount  necessary  to  depre¬ 
ciate  the  cost  of  such  assets  over  the  esti¬ 
mated  service  life. 

(See  accounts  Nos.  240  and  655.) 

242  Leasehold  improvements.  This  ac¬ 
count  will  represent  the  actual  cost  of  Im¬ 
provements  to  leased  property  used  as  the 


company’s  office  quarters.  The  amount  of  this 
account  will  be  amortized  through  account 
No.  656  over  the  life  of  the  lease  or  the  life  of 
the  Improvements,  whichever  Is  the  shorter. 

Debit: 

(a)  With  actual  cost  of  Improvements  to 
leasehold.  v 

Credit: 

(a)  With  the  amount  necessary  to  amortize 
the  cost  of  leasehold  Improvements. 

255  Amounts  due  from  directors,  officers, 
and  employees.  This  account  will  represent 
the  unpaid  balance  of  amounts  advanced  to 
directors,  officers,  and  employees. 

Debit: 

(a)  With  amount  of  such  advances  made. 

Credit: 

(a)  With  amount  collected  on  such  ad¬ 
vances. 

(b)  With  amount  transferred  to  appropri¬ 
ate  expense  classification  upon  proper  au¬ 
thorization. 

(c)  With  amount  written  off  or  disposed  of 
otherwise. 

(See  account  No.  709.) 

266  Organization  costs.  This  account  will 
represent  the  amount  of  legal  fees,  promo¬ 
tional  expense,  stock  certificate  costs,  In¬ 
corporation  fees,  taxes,  and  other  related 
costs  Incurred  in  organizing  the  company. 

Debit: 

(a)  With  amount  of  such  costs  Incurred. 

Credit: 

(a)  With  the  amount  necessary  to  amor¬ 
tize  the  organization  costs. 

(See  account  No.  672.) 

257  Funds  in  escrow.  This  account  will 
represent  the  amount  of  funds  placed  In 
escrow  pending  the  closing  of  financing  for 
small  business  concerns. 

Debit: 

(a)  With  amount  of  funds  placed  In 
escrow. 

Credit: 

i(a)  With  amount  of  f finds  withdrawn 
from  escrow. 

259  Other  assets.  This  account  will  rep¬ 
resent  the  amount  of  assets  of  the  company, 
at  cost,  not  specifically  provided  for  In  other 
accounts.  Including  recoverable  amounts  ad¬ 
vanced  for  the  protection  and  preservation 
of  the  company’s  Investments  (such  as  the 
payment  of  taxes  on  mortgaged  property), 
but  not  Including  3hort-term  loans  or  debt 
securities  Issued  to  protect  the  company’s 
Interests  in  previously  issued  long-term  loans 
or  equity  securities. 

Debit: 

(a)  With  amount  of  the  company’s  In¬ 
vestment  In  such  assets. 

Credit: 

(a)  With  amount  of  such  assets  sold  or 
disposed  of  otherwise. 

(See  account  No.  709.) 

LIABILITY  ACCOUNTS 

300  Notes  payable  to  SBA.  This  account 
will  represent  the  long-term  principal  bal¬ 
ance  of  notes  payable  (1)  for  funds  bor¬ 
rowed  and  received  directly  from  the  Small 
Business  Administration  and  (2)  for  funds 
borrowed  from  others  through  guaranteed 
loans  which  subsequently  have  been  pur¬ 
chased  by  the  Small  Business  Administration. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  notes. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  borrowed. 

(b)  With  unpaid  principal  balance  of  guar¬ 
anteed  loans  purchased  by  SBA  (contra  debit 
will  be  made  to  account  No.  310) . 

(See  account  330.) 

301  Debentures  payable  issued  to  SBA. 
This  account  will  represent  the  long-term 
principal  balance  of  funds  received  by  the 
company  under  Its  debentures  payable  ls- 
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sued  to  the  Small  Business  Administration 
for  funds  borrowed. 

Debit: 

(a)  With  amount  of  principal  payments 
made  to  SBA  on  such  debentures. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  received  from 
SBA  under  such  debentures. 

(See  account  330.) 

310  Notes  payable  to  other  than  S BA- 
guaranteed  by  SBA.  This  account  will  rep¬ 
resent  the  long-term  principal  balance  of 
notes  payable  for  funds  borrowed  from  other 
than  the  Small  Business  Administration  and 
guaranteed  by  the  Small  Business  Adminis¬ 
tration. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  notes. 

(b)  With  unpaid  principal  balance  of 
guaranteed  loans  purchased  by  SBA  (contra 
credit  will  be  made  to  account  No.  300). 

(c)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  borrowed. 

(See  account  330.) 

311  Notes  payable  to  other  than  SBA — not 

guaranteed  by  SBA.  This  account  will  repre¬ 
sent  the  long-term  principal  balance  of  notes 
payable  for  funds  borrowed  from  other  than 
the  Small  Business  Administration  and  not 
guaranteed  by  the  Small  Business  Adminis¬ 
tration.  ' 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  notes. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  borrowed. 

(See  account  331.) 

312  Mortages  payable  for  funds  bor¬ 
rowed.  This  account  will  represent  the  long¬ 
term  principal  balance  of  mortgages  payable 
for  funds  borrowed  on  corporate  premises 
or  other  real  estate  owned  by  the  company. 
Purchase  money  mortgages,  conditional  sales 
contracts,  or  similar  documentary  evidence 
of  indebtedness  given  by  the  company  in  the 
acquisition  of  real  property  will  be  included 
in  this  account. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  indebtedness. 

(b)  With  amount  of  principal  transferred 
to  current  maturities. 

Credit: 

(a)  With  amount  of  funds  borrowed. 

(See  account  331.) 

313  Mortgages  payable  on  assets  acquired 
in  liquidation  of  portfolio  securities.  This 
account  will  represent  the  unpaid  principal 
balance  of  existing  mortgages  payable  on  as¬ 
sets  acquired  by  the  company  in  liquidation 
of  portfolio  securities. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  such  Indebtedness. 

Credit: 

(a)  With  amount  of  such  indebtedness. 

(See  account  No.  207.) 

320  Notes  payable — other.  This  account 
will  represent  the  unpaid  principal  balance 
of  notes  payable  In  evidence  of  amounts  owed 
by  the  company  other  than  for  funds  bor¬ 
rowed.  Notes  payable,  conditional  sales  con¬ 
tracts,  and  liens  for  the  acquisition  of  furni¬ 
ture,  fixtures,  equipment,  and  automobiles 
will  be  included  in  this  account. 

Debit: 

(a)  With  amount  of  principal  payments 
made  on  suoh  notes. 

Credit: 

(a)  With  amount  of  unpaid  principal  of 
such  notes  executed. 
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330  Current  maturities  of  notes  and  de¬ 
bentures  payable  to  or  guaranteed  by  SB  A. 
This  account  will  represent  the  principal 
amount  due  on  a  current  basis  (payable  by 
the  licensee  In  the  next  12  months  of  opera¬ 
tions)  of  long-term  debt  shown  in  accounts 
300,  301  and  310. 

Debit: 

(a)  With  amounts  paid  by  the  licensee  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amounts  that  become  due  by  the 
licensee  on  a  current  basis. 

(See  accounts  Nos.  300,  301,  310.) 

331  Current  maturities  of  notes  and  de¬ 
bentures  payable  to  others  not  guaranteed  by 
SBA.  This  account  will  represent  the  prin¬ 
cipal  amount  due  on  a  current  basis  (payable 
by  the  licensee  In  the  next  12  months  of 
operations)  of  long-term  debt  shown  In  ac¬ 
counts  311  through  313. 

Debit: 

(a)  With  amounts  paid  by  the  licensee  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amounts  that  become  due  by  the 
licensee  on  a  current  basis. 

(See  accounts  Nos.  311  through  313.) 

340  Accounts  payable.  This  account  will 
represent  amounts  payable  on  open  account. 
The  account  also  will  Include  accrued  com¬ 
pensation  payable  for  services  rendered  to 
the  company  on  Its  participations  In  financ¬ 
ing  transactions,  and  accrued  commitment 
fees  payable  for  having  funds  made  available 
on  a  deferred  basis  by  “participating”  com¬ 
panies  In  connection  with  the  financing  of, 
or  commitments  to  finance,  small  business 
concerns. 

Debit: 

(a)  With  amount  of  such  Indebtedness 
paid,  or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  Indebtedness 
incurred. 

Note  1:  A  participation  Is  defined  as  an 
undivided  interest  shared  with  one  or  more 
other  lenders  or  Investors  In  a  note,  deben¬ 
ture,  certificate  of  stock,  or  other  Instrument 
evidencing  a  loan  to,  or  equity  financing  of, 
a  small  business  concern. 

Note  2 :  A  deferred  participation  is  defined 
as  a  commitment  under  a  participation 
agreement  whereby  the  “participating”  com¬ 
pany  will  make  funds  available  on  a  deferred 
basis  to  the  “initiating”  company  In  con¬ 
nection  with  the  latter’s  financing  of,  or 
commitment  to  finance,  a  small  business 
concern,  or  In  connection  with  an  “Initi¬ 
ating”  small  business  investment  company’s 
acquisition  of  loans  or  equity  seciWltles 
from  other  such  companies. 

(See  accounts  Nos.  141,  600,  and  715.) 
350  Accrued  interest  payable.  This  ac¬ 
count  will  represent  the  amount  of  liability 
for  Interest  accrued  on  the  company’s  notes, 
mortgages  and  debentures  payable.  The 
account  will  also  Include  accrued  Interest 
payable  on  other  Interest-bearing  obligations 
of  the  company. 

Debit: 

(a)  With  amount  of  such  Interest  paid  or 
disposed  of  otherwise.  - 

Credit: 

(a)  With  amount  of  Interest  accrued  on 
all  Interest-bearing  obligations  covered  by 
this  account. 

361  Accrued  taxes.  This  account  will 
represent  the  balance  of  accrued  taxes  on 
payroll,  such  as  the  company's  portion  of 
social  security  taxes,  which  have  not  been 
remitted  to  the  approplate  collectors  of  such 
taxes. 

Debit: 

(a)  With  amount  of  such  taxes  paid. 
Credit: 

(a)  With  amount  of  such  taxes  accrued. 
(See  account  No.  664.) 
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364  Estimated  income  taxes  accrued.  This 
account  will  Include  the  balances  In  sub¬ 
accounts  Nos.  364.1,  354.2,  364.3,  etc. 

364.1  Estimated  Federal  income  taxes  ac¬ 
crued.  This  account  will  represent  the  bal¬ 
ance  of  estimated  Federal  Income  taxes  ac¬ 
crued  which  have  not  been  remitted  to  the 
Internal  Revenue  Service. 

Debit: 

(a)  With  amount  of  such  taxes  paid. 

Credit: 

(a)  With  amount  of  such  taxes  accrued. 

(See  subaccounts  Nos.  720.1  and  722.1.) 

354.2  Estimated  State  income  taxes  ac¬ 
crued.  This  account  will  represent  the  bal¬ 
ance  of  estimated  State  Income  taxes  ac¬ 
crued  which  have  not  been  remitted  to  the 
appropriate  collector  of  such  taxes. 

Debit: 

(a)  With  amount  of  such  taxes  paid. 

Credit: 

(a)  With  amount  of  such  taxes  accrued. 

(See  subaccounts  Nos.  720.2  and  722.2.) 

368  Other  current  liabilities.  This  ac¬ 
count  will  represent  other  current  liabilities 
not  provided  for  In  other  accounts. 

Debit: 

(a)  With  amount  of  such  expenses  paid 
or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  expenses  accrued. 
Note:  Increases  or  decreases  In  the 
liability  for  accrued  expenses,  through  ac¬ 
cruals  or  adjustments,  will  be  offset  by  In¬ 
creases  or  decreases,  respectively.  In  the  ap¬ 
propriate  expense  accounts. 

360-364  Dividends  payable  on _ 

(type) 

_ capital  stock.  These  accounts 

(and  class  .  ~ 

will  represent  the  company’s  liability  for 
dividends  declared  by  the  company’s  Board 
of  Directors  on  the  respective  types  and 
classes  of  capital  stock  issued  and  outstand¬ 
ing.  A  separate  account  should  be  used  to 
reflect  the  dividends  payable  for  each  type 
and  class  of  capital  stock  outstanding. 

Debit: 

(a)  With  amount  of  such  dividends  paid. 
Credit: 

(a)  With  amount  of  such  dividends  de¬ 
clared  payable  by  the  company’s  Board  of 
Directors. 

370  Employee  taxes  withheld.  This  ac¬ 
count  will  represent  the  amount  of  Income 
and  social  security  taxes  withheld  from  em¬ 
ployees’  salaries  which  have  not  been  re¬ 
mitted  to  the  appropriate  collectors  of  such 
taxes. 

Debit: 

(a)  With  amount  of  such  taxes  remitted. 
Credit: 

(a)  With  amount  of  such  taxes  withheld. 
374  Unapplied  receipts.  This  account  will 
represent  the  amount  of  funds  received  by 
the  company  which  have  not  been  applied  to 
loans,  debt  securities.  Interest  receivable,  etc. 
This  account  will  be  used  only  In  instances 
when  the  funds  received  cannot  be  applied 
promptly. 

Debit: 

(a)  With  amount  of  such  funds  applied  or 
disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  funds  received  which 
cannot  be  applied  promptly. 

378  Miscellaneous  trust  receipts.  This  ac¬ 
count  will  represent  the  liability  of  the  com¬ 
pany  for  funds  withheld  or  received  In  trust, 
for  which  no  specific  account  Is  provided, 
including  earnest  money  deposits,  and  funds 
withheld  from  employees’  salaries  for  the 
purchase  of  United  States  Savings  Bonds, 
payment  of  group  life  Insurance  premiums, 
payments  of  pension  fund  contributions,  etc. 
The  account  will  also  Include  amounts  due 
other  companies  that  are  participants  In  fi¬ 


nancing  where  the  licensee  is  the  sponsor 
and  Is  servicing  the  debt. 

Debit: 

(a)  With  amount  of  such  funds  disbursed 
or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  funds  withheld 
or  received. 

380  Deferred  credit  to  future  taxes.  Timing 
differences  will  exist  between  accounting  In¬ 
come  and  taxable  Income  and  thereby  cause 
a  deferment  of  tax  expense.  Such  deferred 
credits  usually  will  result  from  provision  for 
loss  on  loans  and  debt  securities.  This  ac¬ 
count  will  represent  such  deferred  tax 
payments.  • 

Debit: 

(a)  Such  account  with  amount  of  taxes 
paid  had  been  previously  deferred. 

Credit: 

(a)  Such  account  with  amount  of  tax  pay¬ 
ments  when  deferred. 

(See  account  No.  221.) 

383  Other  deferred  credits.  This  account 
will  represent  the  amount  of  deferred  credits 
of  the  company  not  specifically  provided  for 
in  other  accounts. 

The  account  will  lnolude  any  gain  on  sale 
of  assets  which  does  not  qualify  as  realized 
gain. 

Debit: 

(a)  With  amount  of  such  deferred  credits 
transferred  to  Income  or  gain,  or  disposed  of 
otherwise. 

Credit: 

(a)  With  amount  of  such  deferred  credits 
established. 

Note  1 :  Accrual  of  Interest  receivable 
should  be  discontinued  with  respect  to  any 
loan  or  debt  security  financing  a  small  busi¬ 
ness  concern  which  Is  In  bankruptcy,  or  on 
the  verge  thereof,  or  otherwise  considered  to 
be  Insolvent.  Any  Interest  payments  received 
from  such  a  debtor  should  not  be  treated  as 
Interest  Income,  but  should  be  either  cred¬ 
ited  as  payments  on  principal  of  the  debt  or 
credited  as  deferred  Income  In  this  account, 
pending  determination  of  the  appropriate 
accounting.  In  less  serious  situations,  when 
interest  receivable  Is  accrued  under  circum¬ 
stances  In  which  the  financed  small  business 
concern  is  In  default  to  licensee  over  6 
months,  or  the  fair  value  of  the  loan  or 
debt  security  as  determined  In  good  faith  by 
the  Board  of  Directors  Is  less  than  cost,  or  re¬ 
covery  thereon  is  doubtful,  an  addition  to 
the  allowance  for  uncollectible  interest  re¬ 
ceivable  should  be  made  In  an  amount  equiv¬ 
alent  to  the  accrual  of  interest  receivable, 
or,  as  an  alternative,  the  Interest  income 
should  be  deferred  In  this  account  as  above 
Indicated. 

Non  2:  Deferred  gain  In  this  aooount  will 
be  transferred  to  appropriate  gain  accounts 
as  It  Is  realized. 

390  Other  liabilities.  This  account  will 
represent  the  amount  of  liabilities  of  the 
company  not  specifically  provided  for  In 
other  accounts. 

Debit: 

(a)  With  amount  of  such  liabilities  paid 
or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  of  such  liabilities 
Incurred. 

CAPITAL  ACCOUNTS 

400-404  . capital 

(Type  and  class) 

stock  authorized.  These  accounts  will  repre¬ 
sent  the  total  par  or  stated  value  of  the  cap¬ 
ital  stock  authorized,  as  provided  for  In  the 
company’s  charter.  A  separate  account  should 
be  provided  for  each  type  and  class  of  capital 
stock  authorized. 

Debit: 

(a)  With  amount  of  reductions  of  such 
capital  stock  authorized. 
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Credit: 

(a)  With  original  amount  of  such  capital 
stock  authorized. 

(b)  With  additional  amounts  of  such  cap¬ 
ital  stock  authorized. 

(8ee  accounts  Noe.  406-409  and  “Note”  of 
accounts  Noe.  415-419.) 

406-409  _ _ _  unls- 

(Type  and  class) 

sued  capital  stock.  These  accounts  will  rep¬ 
resent  the  total  par  or  stated  value  of 
unissued  capital  stock  of  the  company.  A 
separate  account  should  be  provided  for 
each  type  and  class  of  unissued  capital 
stock. 

Debit: 

(a)  With  original  amount  of  such  un¬ 
issued  capital  stock,  as  provided  for  In  the 
company’s  charter. 

(b)  With  additional  amounts  of  such 
unissued  capital  stock  authorized.  % 

(c)  With  par  or  stated  value  of'  capital 
stock  retired. 

Credit: 

(a)  With  amount  of  such  capital  stock 
Issued  (contra  debit  will  be  made  to  accounts 
Nos.  410-411) . 

(to)  With  amount  of  reductions  of  capital 
stock  authorized. 

(See  accounts  Nos.  400-404  and  “Note”  of 
accounts  Nos.  416-419.) 

410-411  . capital 

Type  and  class 

stock  subscribed.  These  accounts  will  repre¬ 
sent  the  total  amount  at  the  subscription 
price  of  the  company’s  capital  stock  sub¬ 
scribed.  A  separate  account  should  be  pro¬ 
vided  for  each  type  and  class  of  capital  stock 
subscribed.  These  accounts  will  reflect  the 
company’s  responsibility  to  Issue  shares  of 
Its  stock  to  subscribers  who  have  made  final 
payment  of  their  capital  stock  subscriptions. 
Debit: 

(a)  With  amount  at  the  subscription  price 
of  such  subscribed  capital  stock  issued 
(contra  credits  will  be  made  to  accounts  Nos. 
406-409  and,  as  appropriate.  No.  420) . 

(b)  With  amount  at  the  subscription 
price  of  such  subscribed  capital  stock  can¬ 
celed  or  disposed  of  otherwise. 

Credit: 

(a)  With  amount  at  the  subscription  price 
of  such  capital  stock  subscribed. 

(See  accounts  Nos.  418-414  and  “Note”  of 
accounts  Nos.  416-419.) 

418-414  Capital  stock  subscriptions  re¬ 
ceivable  _ _  These 

(Type  and  class) 

accounts  will  represent  the  total  unpaid  bal¬ 
ances  of  capital  stock  subscriptions  receiva¬ 
ble  from  subscribers  of  the  company’s  au¬ 
thorized  capital  stock.  A  separate  subscrip¬ 
tions  receivable  aocount  should  be  provided 
for  each  type  and  class  of  capital  stock 
subscribed.  „ 

Debit: 

(a)  With  amount  of  such  capital  stock 
subscriptions  received. 

Credit: 

(a)  With  amount  collected  on  such  capi¬ 
tal  stock  subscriptions. 

(b)  With  amount  of  such  capital  stock 
subscriptions  canceled  or  disposed  of  other¬ 
wise. 

(8ee  accounts  Nos.  410-4U1  and  “Note”  of 
accounts  Nos.  416-419.) 

416-419  Treasury  Stock - 

(type  and  class) 

_ These  accounts  will  represent  the 

total  amount  of  the  company’s  Issued  capital 
stock  which  has  been  reacquired  through 
purchase  or  donation  and  has  not  been  re¬ 
tired.  A  separate  account  should  be  pro¬ 
vided  for  each  type  and  class  of  such  cap¬ 
ital  stock  held  by  the  company. 

Debit: 

(a)  With  cost  of  such  capital  stock  ac¬ 
quired  through  purchase. 

(b)  With  amount  of  fair  market  value  or 
par  value  of  such  capital  stock  acquired 


through  donation  (contra  credit  will  be  made 
to  account  No.  420) . 

Credit: 

(a)  With  cost  of  such  capital  stock  ac¬ 
quired  through  purchase,  when  sold  or  dis¬ 
posed  of  otherwise. 

(b)  With  amount  of  fair  market  value  or 
par  value  of  such  capital  stock  acquired 
through  donation,  when  sold  or  disposed  of 
otherwise. 

Non:  Appropriate  subsidiary  records 
should  be  maintained  as  deemed  necessary. 

420  Paid-in  surplus.  This  aocount  will 
represent  the  amount  of  surplus  arising  from 
(1)  sales  Initially  of  the  company’s  capital 
stock  at  a  price  In  excess  of  par  value  (in¬ 
cluding  amounts  transferred  from  capital 
stock  subscribed  at  a  price  above  par,  when 
shares  are  issued) ;  (2)  donations  to  the  com¬ 
pany  of  Its  issued  capital  stock  carried  as 
treasury  stock  at  fair  market  value  or  par 
value;  (3)  retirements  of  capital  stock  pur¬ 
chased  at  leas  than  the  par  value  thereof; 
(4)  sales  of  treasury  stock  In  excess  of  Its 
carrying  value  on  the  books  of  the  company; 
(6)  donations  or  gifts  to  the  company  of  as¬ 
sets  carried  at  not  In  excess  of  fair  market 
value;  and  (6)  other  equity  transactions 
with  stockholders. 

Debit: 

(a)  With  amount  of  loss  on  treasury  stock 
sold  which  was  acquired  through  purchase, 
but  not  to  exceed  the  total  of  credits  residing 
In  this  account  relating  to  previous  gains  on 
treasury  stock  sold  or  retirement  of  capital 
stock  at  amounts  less  than  the  amounts  pre¬ 
viously  paid  in  with  respect  thereto  (any 
amount  of  loss  In  excess  of  the  total  of  such 
credits  will  be  charged  to  account  No.  461). 

(b)  With  amount  received  by  the  company 
below  fair  market  value,  or  par  value,  which¬ 
ever  applicable,  for  treasury  stock  sold  which 
was  acquired  through  donation. 

(c)  With  amount  paid  by  the  company  in 
excess  of  par  value,  but  not  to  exceed  the 
premium  received  initially,  tor  shares  of 
capital  stock  retired  (any  amount  paid  In 
excess  of  par  plus  initial  premium  received 
will  be  charged  to  account  No.  461). 

Credit: 

(a)  With  amount  paid  in  (Including  stock 
dividends  from  undistributed  earnings),  or 
transferred  from  capital  stock  subscribed, 
representing  the  excess  after  deduction  of 
underwriters’  fees  and  commissions)  over  par 
value  of  the  company’s  capital  stock,  when 
shares  are  Issued. 

(b)  With  amount  of  fair  value  or  par 
value  of  the  company’s  capital  stock  acquired 
through  donation. 

(c)  With  amount  of  discount  below  par 
value  of  the  company’s  capital  stock  acquired 
through  purchases,  when  such  stock  Is  re¬ 
tired. 

(d)  With  amount  received  by  the  company 
In  excess  of  cost,  or  In  excess  of  fair  value  or 
par  value,  whichever  applicable,  for  treas¬ 
ury  stock  sold. 

(e)  With  amount  not  to  exceed  fair  mar¬ 
ket  value  of  donations  or  gifts  of  assets  to 
the  company.  » 

430  3  percent  cumulative  preferred  stock 
( issued  to  SB  A) .  This  account  will  be  used 
by  301(d)  licensees  only  and  will  represent 
the  preferred  stock  sold  to  the  Small  Busi¬ 
ness  Administration  at  Its  par  value  by  the 
licensee.  Such  stock  Is  not  Included  In  capi¬ 
tal  stock  accounts  Nos.  400-414  because  such 
stock  Is  not  considered  private  capital  for 
leverage  or  regulatory  purposes. 

Debit: 

(a)  Such  account  with  the  par  value  of 
prepared  stock  repurchased  by  the  licensee. 
Credit: 

(a)  Such  account  with  the  par  value  of 
preferred  stock  sold  to  SB  A  by  the  licensee. 

440  Unrealized  appreciation  on  loans  and 
investments.  This  Is  a  credit  balance  account 
and  will  represent  the  amount  by  which  the 


licensee's  Board  of  Directors  has  valued  loans 
and  Investments  above  cost  of  such  securi¬ 
ties. 

Debit: 

(a)  With  decrease  In  amount  of  apprecia¬ 
tion  resulting  from  decline  in  fair  value  of 
securities  held. 

(b)  With  amount  of  appreciation  attrib¬ 
utable  to  securities  sold  or  disposed  of 
otherwise. 

Credit: 

(a)  With  amount  of  such  appreciation 
recognized. 

(b)  With  amount  of  Increase  In  such  ap¬ 
preciation  recognized. 

(See  accounts  Noe.  186,  192,  196,  198,  205, 
and  208.) 

446  Unrealized  depreciation  on  loans  and 
investments.  This  Is  a  debit  balance  account 
and  will  represent  the  amount  by  which  the 
licensee’s  Board  of  Directors  has  valued 
loans  and  Investments  below  cost  of  such 
securities. 

Debit: 

(a)  With  amount  of  “depreciation”  of 
loans  and  Investments  recognized. 

(b)  With  amount  of  Increase  in  such  de¬ 
preciation  recognized. 

Credit: 

(a)  With  decrease  In  the  amount  of  de¬ 
preciation  resulting  from  increase  In  fair 
value  of  securities  held. 

(b)  With  amount  of  depreciation  attrib¬ 
utable  to  securities  sold  or  disposed  of  other¬ 
wise. 

(See  accounts  Nos.  171,  187,  193,  196,  199, 
203,  206,  and  209  ) 

448  Estimated  taxes  on  net  unrealized 
gain  (loss)  on  securities  held.  This  is  a  debit 
balance  account  that  will  represent  the  pro¬ 
vision  for  Income  taxes  on  net  unrealized 
appreciation  (amount  by  which  the  Board 
of  Directors  valuation  of  all  securities  ex¬ 
ceeds  cost) .  As  the  valuation  of  securities 
changes,  the  provision  for  taxes  will  change. 
Debit: 

(a)  With  provisions  for  taues  established 
on  net  unrealized  gain. 

(b)  With  Increases  in  provision  for  taxes. 
Credit: 

(a)  With  established  provision  for  taxes 
attributable  to  securities  sold  or  disposed  of 
otherwise. 

(b)  With  decrease  In  provision  established. 
Notx:  Should  the  net  amount  (unrealized 

appreciation  less  unrealized  depreciation)  be 
a  negative  figure  (l.e„  a  net  loss)  the  tax 
effect  should  be  computed  and  reflected  In 
the  accounts. 

(See  accounts  Noe.  221  and  380.) 

460  Non-cash  gains  on  sale  of  securities. 
This  Is  a  credit  balance  account  and  repre¬ 
sents  gains  realized  on  sale  of  securities  that 
have  not  been  converted  to  cash.  While  con¬ 
sidered  to  be  undistributed  earnings,  amounts 
In  this  account  will  not  be  available  for  dis¬ 
tribution  or  capitalized  by  corporate  action. 
Therefore,  such  amounts  are  considered  re¬ 
stricted  undistributed  earnings  realized. 
Debit: 

(a)  With  amount  of  cash  collected  of  such 
non-cash  gains  previously  recognized. 

(b)  With  amount  of  non-cash  gains  writ¬ 
ten  off  or  disposed  of  otherwise. 

Credit: 

(a)  With  amounts  of  non-cash  gain  when 
the  securities  generating  such  gain  are  sold. 

Notx:  It  Is  recommended  that  Individual 
records  be  maintained  for  each  non-cash  gain 
realized. 

(See  accounts  Nos.  462.  210.  679,  and  709). 
451  Undistributed  net  realized  earnings. 
This  Is  a  credit  balance  account  and  repre¬ 
sents  the  cumulative  balance  of  periodic  net 
investment  Income  Including  realized  gain 
(loss)  on  securities  sold,  less  dividend  dis¬ 
tributions  whether  cash,  stock  or  dividends 
In  kind.  Non-cash  gains  on  sale  of  securities 
are  Included  In  account  No.  460. 


FEDERAL  REGISTER,  VOL.  39,  NO.  107— MONDAY,  JUNE  3,  1974 


19756 


PROPOSED  RULES 


Debit: 

(a)  At  the  end  at  the  fiscal  year,  with  any 
debit  balance  in  account  No.  460  reflected  in 
the  profit  and  loss  summary  account,  and/or 
the  realized  gain  and  loss  summary  account. 
No.  461. 

(b)  With  amount  of  dividends,  other  than 
stock  dividends,  declared  payable  out  of  un¬ 
distributed  net  realized  earnings  by  the 
company’s  Board  of  Directors. 

(c)  With  amount  of  stock  dividends,  at  a 
per  share  value  representing  the  higher  of 
fair  value  existing  at  the  time  that  the  divi¬ 
dend  is  declared,  which  are  declared  by  the 
company's  Board  of  Directors  and  paid  out 
of  undistributed  net  realized  earnings. 

(d)  With  appropriate  amount  of  loss  on 
treasury  stock  sold  which  was  acquired 
through  purchase,  representing  the  excess  of 
such  loss  over  the  total  of  credits  residing  in 
paid-in  surplus,  account  No.  430,  relating  to 
previous  gains  on  treasury  stock  sold  or  re¬ 
tirement  of  capital  stock  at  amounts  less 
than  the  amounts  previously  paid  In  with 
respect  thereto. 

(e)  With  appropriate  amount  paid  by  the 
company  In  excess  of  par  plus  Initial  pre¬ 
mium  received  on  the  type  and  class  of 
shares  of  capital  stock  retired. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
credit  balances  of  the  profit  and  loss  sum¬ 
mary  account.  No.  460  and  the  realized  gain 
and  loss  summary  account.  No.  461. 

(Bee  accounts  Nos.  450,  460,  461,  and  463.) 

460  Profit  and  loss  summary.  This  ac¬ 
count  will  be  used  as  a  clearing  account 
through  which  all  Income  and  expense  ac¬ 
counts  on  the  books  of  the  company  will  be 
closed. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
debit  balances  of  all  expense  and  Income 
accounts. 

(b)  At  the  end  of  the  fiscal  year,  with  the 
credit  balance  of  the  account  (transfer  to 
undistributed  net  realized  earnings — ac¬ 
count  No.  451) . 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
credit  balances  of  all  Income  and  expense 
accounts. 

(b)  At  the  end  of  the  fiscal  year,  with  the 
debit  balance  of  the  account  (transfer  to 
undistributed  net  realized  earnings — ac¬ 
count  No.  451). 

(See  account  No.  451.) 

461  Realized  gain  and  loss  summary — in 
cash.  This  account  will  be  used  as  a  clearing 
account  through  which  all  accounts  for  real¬ 
ized  gains  and  losses  on  Investments  on  the 
books  of  the  company  will  be  closed. 

Debit: 

(a)  At  the  end  of  the  fiscal  vear,  with  the 
balances  of  all  accounts  for  losses  on  Invest¬ 
ments. 

(b)  At  the  end  of  the  fiscal  year,  with  the 
credit  balance  of  the  account  (transfer  to 
retained  earnings) . 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balances  of  all  accounts  for  gains  on  Invest¬ 
ments. 

(b)  At  the  end  of  the  fiscal  year,  with  the 
debit  balance  of  the  account  (transfer  to  re¬ 
tained  earnings) . 

(See  aocount  No.  451.) 

463  Non-cash  realized  gain  summary. 
This  account  will  be  used  as  a  clearing 
account  through  which  all  accounts  far  non¬ 
cash  realized  gains  on  Investments  on  the 
books  of  the  company  will  be  dosed. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
credit  balance  of  the  account  (transfer  to 
non-cash  gains  on  sale  of  securities)  — 
account  No.  460. 


Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
amounts  of  non-cash  gains  on  Investments 
sold  during  the  period  and  recognized  In 
accounts  673  through  579. 

(See  accounts  Nos.  460  and  461.) 

mCOMX  ACCOUNTS 

500  Commitment  income.  This  account 
will  represent  the  amount  of  Income  earned 
on  commitments  to  small  business  concerns 
tor  loans  and  equity  securities.  This  account, 
on  the  books  of  the  “participating”  company, 
will  Include  the  amount  of  commitment  In¬ 
come  on  deferred  participations. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and  loss 
summary). 

Credit: 

(a)  With  amount  of  Income  earned  on  com¬ 
mitments  and  deferred  participations. 

Note  1:  A  deferred  participation  Is  de¬ 
fined  as  a  commitment  under  a  participation 
agreement  whereby  the  “participating”  com¬ 
pany  will  make  funds  available  on  a  deferred 
basis  to  the  “Initiating”  company  In  connec¬ 
tion  with  the  latter’s  financing  of,  or  com¬ 
mitment  to  finance,  a  small  business  concern, 
or  In  connection  with  an  “Initiating”  small 
business  Investment  company’s  acquisition 
of  loans  or  equity  securities  from  other  such 
companies. 

Not*  3:  Recording  as  Income  In  this  ac¬ 
count  of  accrued  commitment  fees  receivable 
should  be  discontinued  with  respect  to  any 
small  business  concern  which  Is  In  bank¬ 
ruptcy,  or  on  the  verge  thereof,  or  otherwise 
considered  to  be  Insolvent.  The  amounts  in 
question  should  be  credited  as  deferred  In¬ 
come  In  account  No.  383 — Other  deferred 
credits,  pending  determination  of  the  ap¬ 
propriate  accounting.  In  less  serious  situa¬ 
tions,  when  the  small  business  concern  or  the 
fair  value  of  its  debt  or  equity  instrument 
held  by  the  company,  as  determined  by  the 
Board  of  Directors,  Is  less  than  cost,  or  re¬ 
covery  thereon  Is  doubtful,  an  addition  to  the 
allowance  for  uncollectible  notes  and  ac¬ 
counts  receivable  should  be  made  In  an 
amount  equivalent  to  the  accrued  commit¬ 
ment  fees  taken  Into  Income  In  this  account, 
or,  as  an  alternative,  the  commitment  In¬ 
come  should  be  deferred  In  account  No.  383 
as  above  Indicated. 

(See  accounts  Nos.  141  and  143.) 

510  Interest  on  invested  idle  funds.  This 
account  will  represent  the  amount  of  in¬ 
terest  earned  on  (1)  time  certificates  of  de¬ 
posit  In  banks  which  are  members  of  the 
Federal  Deposit  Insurance  Corporation,  (3) 
U.S.  Government  obligations,  direct  and  fully 
guaranteed,  owned  by  the  company,  and 
(3)  funds  of  the  company  in  Insured  sav¬ 
ings  accounts  In  Institutions  the  accounts 
of  which  are  Insured  by  the  Federal  Savings 
and  Loan  Insurance  Corporation. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  acoount  (transfer  to  profit  and 
loss  summary). 

Credit: 

(a)  With  amount  of  Interest  earned  on 
Invested  idle  funds. 

(See  aocounts  Nos.  180  through  187,  143, 
and  144.) 

v  513  Interest  on  loans.  This  aocount  will 
represent  the  amount  of  Interest  earned  an 
loans  to  small  business  concerns. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  aocount  (transfer  to  profit  and 
loss  summary). 

Credit: 

(a)  With  amount  of  Interest  earasd  on 
loans  outstanding  to  business  con¬ 

cerns. 


Non:  Accrual  of  Interest  receivable  should 
be  discontinued  with  respect  to  any  loan  to 
a  small  business  concern  which  Is  In  bank¬ 
ruptcy,  or  on  the  verge  thereof,  or  otherwise 
considered  to  be  Insolvent.  Any  Interest  pay¬ 
ments  received  from  such  a  debtor  should 
not  be  credited  to  this  acoount  as  Interest 
Income,  but  should  be  either  credited  as 
payments  on  principal  of  the  debt  or  credited 
as  deferred  income  In  aocount  No.  388 — 
Other  deferred  credits,  pending  determina¬ 
tion  of  the  appropriate  accounting.  In  less 
serious  situations,  when  Interest  receivable 
Is  accrued  under  circumstances  In  which 
the  financed  small  business  concern  is  In 
default  to  the  licensee,  or  the  fair  value  of 
the  loan  as  determined  In  good  faith  by  the 
Board  of  Directors  Is  less  than  cost  or  re¬ 
covery  thereon  Is  doubtful,  an  addition  to 
the  allowance  for  uncollectible  Interest  re¬ 
ceivable  should  be  made  In  an  amount 
equivalent  to  the  accrued  Interest  receivable 
taken  Into  Income  In  this  aocount,  or,  as  an 
alternative,  the  Interest  Income  should  be 
deferred  In  account  No.  383  as  above  indi¬ 
cated. 

(See  accounts  Nos.  143,  144,  170,  and  178.) 

616  Interest  on  debt  securities.  This  ac¬ 
count  will  represent  the  amount  of  Interest 
earned  on  debt  securities  of  small  business 
concerns  owned  by  the  company  pursuant  to 
section  304  of  the  Small  Business  Invest¬ 
ment  Act  of  1968,  as  amendsd. 

Debit: 

(a)  At  the  end  of  the  fiscal  year  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

Credit: 

(a)  With  amount  of  Interest  earned  on 
debt  securities  owned. 

Note:  Accrual  of  interest  receivable  should 
be  discontinued  with  respect  to  any  debt 
security  of  a  small  business  conoera  which 
Is  In  bankruptcy,  or  on  the  verge  thereof,  or 
otherwise  considered  to  be  Insolvent.  Any  In¬ 
terest  payments  received  from  such  a  debtor 
should  not  be  credited  to  this  acoount  as  In¬ 
terest  Income,  but  should  be  either  credited 
as  payments  on  principal  of  the  debt  or  cred¬ 
ited  as  deferred  Income  In  account  No.  883 — 
Other  deferred  credits,  pending  determina¬ 
tion  of  the  appropriate  accounting.  In  less 
serious  situations,  when  Interest  receivable 
Is  accrued  under  circumstances  in  which  the 
financed  small  business  concern  Is  In  default 
to  the  licensee,  or  the  fair  value  of  the  debt 
security  as  determined  In  good  faith  by  the 
Board  of  directors  Is  lees  than  cost,  or  re¬ 
covery  thereon  Is  doubtful,  an  addition  to  the 
allowance  for  uncollectible  interest  receiv¬ 
able  should  be  made  In  an  amount  equiva¬ 
lent  to  the  accrued  Interest  receivable  taken 
into  Income  In  this  acoount,  or,  as  an  al¬ 
ternative,  the  Interest  Income  should  be 
deferred  In  account  No.  888  as  above 
indicated. 

(See  accounts  Nos.  143,  144,  180,  184,  and 
188.) 

530  Interest  income — other.  This  account 
will  represent  the  amount  of  Interest  earned 
on  miscellaneous  notes  receivable,  funds  In 
escrow,  and  Interest-bearing  receivables  not 
otherwise  classified. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  aocount  (transfer  to  profit  and 
loss  summary). 

Credit: 

(a)  With  amount  of  Interest  earned  on 
such  receivables. 

(See  accounts  Nos.  140,  148,  and  357.) 

583  Management  service  fees.  This  ac¬ 
count  will  represent  the  amount  of  fees 
charged  for  management  services  rendered  to 
small  business  concerns  and  other  small 
business  Investment  companies  pursuant  to 
section  107.801  of  the  Small  Business  Admin¬ 
istration  Rules  and  Regulations. 
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Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  such  fees  charged. 

Note:  Recording  as  Income  in  this  account 
of  accrued  management  service  fees  receiv¬ 
able  should  be  discontinued  with  respect  to 
any  small  business  concern  which  is  in  bank¬ 
ruptcy,  or  on  the  verge  thereof,  or  otherwise 
considered  to  be  Insolvent.  The  amounts  in 
question  should  be  credited  as  deferred  in¬ 
come  in  account  No.  383 — Other  deferred 
credits,  pending  determination  of  the  ap¬ 
propriate  accounting.  In  less  serious  situa¬ 
tions,  when  the  fair  value  of  the  financed 
concern’s  debt  or  equity  Instruments  held 
by  the  company,  as  determined  by  the  Board 
of  Directors,  is  less  than  cost,  or  recovery 
thereon  is  doubtful,  an  addition  to  the  al¬ 
lowance  for  uncollectible  notes  and  accounts 
receivable  should  be  made  in  an  amount 
equivalent  to  the  accrued  management  con¬ 
sulting  service  fees  taken  into  Income  in  this 
account,  or,  as  an  alternative,  the  manage¬ 
ment  consulting  service  income  should  be 
deferred  in  account  No.  383  as  above 
indicated. 

(See  accounts  Nos.  140,  141,  and  142.) 

534  Investigation  and  service  fees  charged 
other  lenders.  This  account  will  represent 
the  amount  of  fees  charged  for  Investigation 
and  services  rendered  to  banks  or  other 
lenders  or  Investors,  pursuant  to  section 
308(a)  of  the  Small  Business  Investment 
Act  of  1958,  as  amended.  The  account  will 
Include  compensation  for  financial  services 
rendered  in  connection  with  participation 
sold. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary).. 

Credit: 

(a)  With  amount  of  such  fees  charged. 

(See  accounts  Nos.  140,  141,  and  142.) 

536  Application  and  appraisal  fees.  This 
account  will  represent  the  amount  of  fees 
charged  for  application,  appraisal,  investiga¬ 
tion,  and  related  services  rendered  to  small 
business  concerns. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  such  fees  charged. 

(See  accounts  Nos.  178  and  188  and  “Note" 
of  accounts  Noe.  140,  141,  and  532.) 

540  Dividends  on  capital  stock  of  SBCs. 
This  account  will  represent  the  amount  of 
Income  from  dividends  on  capital  stock  of 
small  business  concerns. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  Income  from  such 
dividends. 

(See  account  No.  145.) 

541  Sharings  in  income  or  revenue  of 
SBCs.  This  account  will  represent  the 
amount  of  sharings  or  participations  in  the 
Income  or  revenue  of  small  business  con¬ 
cerns  which  the  company  has  financed  by 
means  of  loans  or  debt  securities,  as  well  as 
Income  from  equity  Interest  in  unincorpo¬ 
rated  concerns. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Oredlt: 

(a)  With  amount  of  such  sharings. 

(See  accounts  Nos.  140,  141,  and  145.) 

570  Gain  on  U.S.  Government  securities. 
This  account  will  represent  the  amount  of 


gain  on  the  sale  or  other  disposition  of  U.S. 
Government  obligations,  direct  and  fully 
guaranteed,  carried  in  account  No.  130 
Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461  or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  securi¬ 
ties  sold  or  disposed  of  otherwise. 

Note:  Increase  In  value  over  cost  of  United 
States  Treasury  blll3,  which  are  Issued  at  a 
discount  and  are  noninterest  bearing,  will 
not  be  reflected  in  this  account  but  will  be 
credited  to  account  No.  510 — Interest  on  in¬ 
vested  idle  funds,  with  concurrent  debit  to 
account  No.  143 — Accrued  interest  receivable. 

572  Gain  on  debt  securities.  This  account 
will  represent  the  amount  of  gain  on  the  sale 
or  other  disposition  of  debt  securities  of 
small  business  concerns  carried  in  accounts 
Nos.  180  and  184,  and  will  include  recov¬ 
eries  on  debt  security  losses  previously 
charged  to  the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461  or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  debt  se¬ 
curities  sold  or  disposed  of  otherwise. 

(b)  With  amount  collected  on  portions  of 
debt  securities  previously  charged  to  the  loss 
account. 

(See  accounts  Nos.  383  and  702.) 

574  Gain  on  capital  stock  of  SBCs.  This 
account  will  represent  the  amount  of  gain 
on  the  sale  or  other  disposition  of  capital 
stock  of  small  business  concerns  carried  in 
accounts  Nos.  190  and  191,  and  will  include 
recoveries  on  capital  stock  losses  previously 
charged  to  the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461  or  462) . 

Credit: 

(a)  With  amount  of  gain  on  such  capital 
stock  sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  capital  stock 
of  SBCs  previously  charged  to  the  loss 
account. 

(See  accounts  Nos.  383  and  705.) 

576  Gain  on  equity  interests  of  unin¬ 
corporated  concerns.  This  account  will  rep¬ 
resent  the  amount  of  gain  on  the  sale  or 
other  disposition  of  equity  interests  of  un¬ 
incorporated  concerns  carried  in  account  194 
and  will  Include  recoveries  of  losses  on 
equity  interests  of  unincorporated  concerns 
previously  charged  to  the  loss  account. 
Debit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461  or  462). 

Credit: 

(a)  With  amount  of  gain  on  such  equity 
Interests  sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  equity  in¬ 
terests  previously  charged  to  the  loss  account. 

(See  accounts  Nos.  383  and  706.) 

677  Gain  on  warrants,  options,  and  other 
stock  rights  acquired  from  SBCs.  This  ac¬ 
count  will  represent  the  amount  of  gain  on 
the  sale  or  other  disposition  of  warrants,  op¬ 
tions,  and  other  stock  rights  acquired  from 
SBCs,  and  will  include  recoveries  on  stock 
rights  losses  previously  charged  to  the  loss 
account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462) . 

Credit: 

(a)  With  amount  of  gain  on  such  war¬ 
rants,  options,  and  other  stock  rights 
acquired  from  SBCs  sold  or  disposed  of 
otherwise. 


(b)  With  amount  realized  on  warrants, 
options,  and  other  stock  rights  previously 
charged  to  the  loss  account. 

(See  accounts  Nos.  197,  383,  707,  and 
memorandum  record  No.  NA-10.) 

578  Gain  on  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities.  This  account  will 
represent  the  amount  of  gain  on  the  sale  or 
other  disposition  of  assets  acquired  in  liqui¬ 
dation  of  portfolio  securities  of  small  busi¬ 
ness  concerns  carried  in  accounts  Nos.  200, 
201,  204.  and  207,  and  will  include  recoveries 
on  losses  on  assets  acquired  in  liquidation 
previously  charged  to  the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462) . 

Credit: 

(a)  With  amount  of  gain  on  such  assets 
acquired  in  liquidation  of  portfolio  securi¬ 
ties  sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  assets  ac¬ 
quired  in  liquidation  of  portfolio  securities 
previously  charged  to  the  loss  account. 

(See  accounts  Nos.  383  and  708.) 

579  Gain  on  other  assets.  This  account 
will  represent  the  amount  of  gain  on  the  sale 
or  other  disposition  of  assets  not  specifically 
provided  for  in  other  accounts,  and  will  in¬ 
clude  recoveries  on  losses  on  other  assets 
previously  charged  to  the  loss  account. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 
or  462) . 

Credit: 

(a)  With  amount  of  gain  on  such  assets 
sold  or  disposed  of  otherwise. 

(b)  With  amount  realized  on  other  assets 
previously  charged  to  the  loss  account. 

(See  accounts  Nos.  210,  211,  383,  and  709.) 
582  Income  from  assets  acquired  in  liqui¬ 
dation  of  portfolio  securities.  This  account 
will  represent  the  amount  of  income  earned 
on  assets  acquired  in  liquidation  of  portfolio 
securities.  Including  the  operation  of  proper¬ 
ties,  carried  in  accounts  Nos.  200,  204,  and 
207. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  such  income  earned. 

Note:  In  instances  when  a  liquidating 
agent  is  employed  to  supervise  the  disposi¬ 
tion  of  the  assets,  appropriate  subsidiary  ac¬ 
counts  should  be  maintained  by  the  agent. 
Cash  collected  from  the  sale  of  assets  by  the 
liquidating  agent  should  be  remitted  Im¬ 
mediately  to  the  company.  The  company 
should  maintain  a  local  depository  bank  ac¬ 
count,  in  which  all  receipts  of  the  agent  are 
deposited  when  direct  remittances  to  the 
company  are  not  feasible.  Deposit  balances  in 
this  account  should  be  subject  to  withdrawal 
by  check  only  by  the  company  and  should  be 
reflected  on  the  company's  records  in  the 
same  manner  as  other  bank  accounts. 

Any  advances  to  a  liquidating  agent  for  ex¬ 
penses  Incident  to  the  operation  or  the  dis¬ 
position  of  assets  acquired  in  the  liquidation 
of  portfolio  securities  should  be  charged  to 
account  No.  220 — Prepaid  expenses. 

584  Other  income.  This  account  will  rep¬ 
resent  the  Income  earned  not  specifically 
provided  for  in  other  accounts. 

Debit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

Credit: 

(a)  With  amount  of  such  income  earned. 
Expense  Accounts 

600  Commitment  expense.  This  account 
will  represent  the  amount  of  commitment 
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expense  on  commitments  from  lending  In¬ 
stitutions. 

On  the  bodes  of  the  “Initiating”  company, 
this  account  also  will  Include  the  amount  of 
commitment  expense  on  deferred  participa¬ 
tions. 

Debit: 

(a)  With  amount  of  expense  Incurred  on 
commitments  and  deferred  participations. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

Nor:  A  deferred  participation  Is  defined  as 
a  commitment  under  a  partlclaptlon  agree¬ 
ment  whereby  the  "partlclaptlng”  company 
will  make  funds  available  on  a  deferred  basis 
to  the  “Initiating”  company  In  connection 
with  the  latter’s  financing  of,  or  commitment 
to  finance,  a  small  business  concern,  or  In 
connection  with  an  “Initiating"  small  busi¬ 
ness  Investment  company's  acquisition  of 
loans  or  equity  securities  from  other  such 
companies. 

(See  account  No.  340.) 

610  Interest  on  obligations  payable  to 
SB  A.  This  account  will  represent  the  amount 
of  Interest  expense  accrued  on  obligations 
payable  to  the  Small  Business  Administration 
for  funds  borrowed. 

Debit: 

(a)  With  amount  of  such  Interest  accrued. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
1068  summary). 

(See  accounts  Nos.  300,  301,  and  360.) 

632  Interest  on  obligations  payable  to 
other  than  SBA.  This  account  will  represent 
the  amount  of  Interest  expense  accrued  on 
obligations  payable  to  other  than  the  Small 
Business  Administration  for  funds  borrowed. 

Debit: 

(a)  With  amount  of  such  Interest  accrued. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary) . 

(See  accounts  Noe.  310,  311,  312,  313,  320, 
and  380.) 

642  Stock  record  and  other  financial 
expenses.  This  account  will  represent  the 
amount  of  charges  to  the  company  by  the 
transfer  agent  and  the  registrar  for  services 
rendered  In  connection  with  the  Issuance 
and  transfer  of  the  company’s  capital  stock, 
and  will  Include  other  financial  expenses  not 
provided  for  elsewhere 

Debit: 

(a)  With  amount  of  such  expenses 
Incurred. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

(Bee  account  No.  340.) 

660-679  Operating  expenses.  The  accounts 
under  this  caption  will  represent  the 
amounts  of  operating  expenses  Incurred. 

Debit  appropriate  account: 

(a)  With  amount  of  operating  expenses 
Incurred. 

Credit  appropriate  account: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

660  Advertising  and  promotional  costs. 
Tills  account  will  represent  the  cost  of  ad¬ 
vertising  and  promoting  the  company's 
services.  Including  the  cost  of  entertaining 
prospective  borrowers  and  clients. 

661  Appraisal  and  investigation  costs. 
This  account  will  represent  the  amount  of 
charges  made  by  outside  firms  and  individ¬ 
uals  tor  appraisal.  Investigation,  and  related 
services  rendered  to  the  company. 

652  Auditing  and  examination  costs.  This 
account  will  represent  the  amount  of  charges 


for  auditing,  examination,  and  bookkeeping 
services  rendered  by  accountants  not  on  the 
company’s  payroll,  and  charges  for  services 
rendered  by  SBA  examiners. 

663  Communications.  This  account  will 
represent  telephone,  telegraph,  and  postage 
expense. 

664  Cost  of  space  occupied.  This  account 
will  represent  the  cost  of  space  occupied  such 
as  rent,  alterations,  light,  heat,  power.  Janitor 
service,  maintenance  and  repair  expense  on 
buildings,  furniture,  and  equipment  (other 
than  automobiles),  etc. 

665  Depreciation  of  corporate  premises 
owned,  furniture,  and  equipment.  This  ac- 
count  will  represent  the  amount  of  provision 
applicable  to  the  fiscal  year  for  depreciation 
of  the  buildings  and  other  depreciable  Im¬ 
provements  of  corporate  premises  owned  and 
used  as  the  company’s  office  quarters.  The  ac¬ 
count  also  will  Include  the  amount  of  provi¬ 
sion  applicable  to  the  fiscal  year  far 
depreciation  of  furniture  and  equipment 
(other  than  automobiles)  owned  by  the 
oompany. 

656  Amortization  of  leasehold  improve¬ 
ments.  This  account  will  represent  the 
amortization  of  leasehold  Improvements. 

657  Directors’  and  stockholders’  meetings 
costs.  This  account  will  represent  directors’ 
fees  and  travel  expense  tor  attendance  at  di¬ 
rectors’  and  stockholders’  meetings.  The 
account  also  will  Include  the  cost  of  holding 
stockholders’  meetings,  such  as  rental  of  the 
meeting  hall  and  related  expenses. 

668  Insurance.  This  account  will  rep¬ 
resent  fire,  theft,  employee  group  life  in¬ 
surance,  and  other  Insurance  expense,  Includ¬ 
ing  fidelity  bond,  premiums  and  insurance 
on  automobiles.  The  portion.  If  any,  of  em¬ 
ployee  group  life  Insurance  premiums  with¬ 
held  from  salaries  or  received  from  employees 
will  be  reflected  In  account  No.  378.  Insur¬ 
ance  premiums  to  be  amortised  will  be 
charged  to  account  No.  220. 

669  Management  services  fees.  This  ac¬ 
count  will  represent  the  amount  of  charges 
made  by  outside  firms  or  Individuals  for 
management  services  provided  to  licensee 
pursuant  to  management  agreement  ap¬ 
proved  by  SBA. 

660  Investment  adviser  costs.  This  ac¬ 
count  will  represent  the  amount  of  chargee 
made  by  outside  firms  and  Individuals  for 
furnishing  consultation  and  advice  to  the 
oompany  with  respect  to  the  desirability  of 
Investing  In.  purchasing,  or  selling  loans, 
debt  securities,  and  capital  stock  of  small 
business  concerns  and  other  property. 

661  Legal  services.  This  account  will  rep¬ 
resent  the  cost  of  legal  services  rendered  to 
the  company. 

663  Salaries.  This  account  will  Include 
the  balances  In  subaccounts  Nos.  663.1  and 
663.2. 

663.1  Salaries  of  officers.  This  account  will 
represent  the  salary  cost  of  all  officers  of 
the  company.  Including  directors’  salaries.  If 
any,  but  not  directors’  fees  for  attendance 
at  meetings. 

663.2  Salaries  of  employees.  This  acoount 
will  represent  the  salary  cost  at  all  employees 
other  than  officers,  Including  salaries  of  any 
temporary  or  part-time  employees  engaged 
for  specific  assignments. 

664  Taxes,  excluding  income  taxes.  This 
account  will  represent  the  cost  of  all  taxes, 
including  those  on  oorporate  premises  owned, 
motor  vehicle,  and  personal  property,  social 
security  taxes  (company's  portion),  and 
other  taxes  charged  to  the  company,  exclu¬ 
sive  of  Income  taxes. 

685  Travel.  This  account  will  represent 
all  travel  expense,  Including  transportation 
charges,  automobile  maintenance,  operating 
expense,  and  depreciation  expense,  meals, 
lodging,  telephone,  telegraph,  and  other 
company  costs  incurred  by  officers  and  em¬ 
ployees  while  In  a  travel  status. 


670  Employee  benefits  expense.  This  ac¬ 
count  will  represent  the  cost  minnwi  by  the 
company  In  contributing  to  funds  providing 
for  employee  retirement  benefits  and  other 
types  of  employee  benefits,  except  group  life 
Insurance.  The  portion.  If  any,  of  the  oost 
of  employee  benefits  withheld  from  ■*!«■<— 
or  received  from  employees  will  be  reflected 
In  account  No.  878. 

672  Amortisation  of  organisation  expense. 
This  acoount  will  represent  the  amount  of 
legal  fees,  promotional  expense,  stock  cer¬ 
tificate  costs,  incorporation  fees,  taxes,  and 
other  related  costs  Incurred  In  organizing  the 
company,  which  are  charged  to  expense  (this 
account)  as  Incurred  or  are  transferred  to 
this  acoount  periodically  through  the  amor¬ 
tization  of  organization  costs  established  as 
an  asset  In  account  No.  266. 

679  Miscellaneous  operating  expenses. 
This  account  will  represent  the  amount  of 
operating  expenses  not  specifically  provided 
for  In  other  accounts.  There  will  be  Included 
expenses  Incurred  In  connection  with  dues, 
subscriptions,  donations,  and  similar  Items; 
charges  made  to  the  oompany  for  custodial 
or  safekeeping  services  In  connection  with 
Its  portfolio  securities;  and  bank  service 
charges,  exchange  on  checks,  protest  fees, 
etc.,  and  the  cost  of  office  supplies  such  as 
stationery,  accounting  forms,  binders,  pen¬ 
cils,  etc. 

680  Estimated  losses  on  receivables.  This 
account  will  represent  the  amount  of  esti¬ 
mated  losses  applicable  to  the  fiscal  year  on 
notes  and  accounts  receivable,  and  Interest 
receivable. 

Debit: 

(a)  With  amount  of  such  estimated  losses 
Incurred. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary). 

700  Loss  on  US.  Government  securities. 
This  account  will  represent  the  amount  of 
loss  on  the  sale  or  other  disposition  of  United 
States  Government  obligations,  direct  and 
fully  guaranteed,  carried  In  accounts  Nos. 
130-186. 

Debit: 

(a)  With  amount  of  loss  on  such  securities 
sold  or  disposed  of  otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  460 
or  462). 

(See  account  No.  670.) 

702  Loss  on  debt  securities.  This  account 
will  represent  the  amount  of  loss  on  the  sale 
or  other  disposition  of  debt  securities  of 
small  business  concerns  carried  In  acoounts 
Nos.  180  and  184. 

Debit: 

(a)  With  amount  of  loss  on  such  debt 
securities  written  down  or  sold  or  disposed 
of  otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  realized  gain 
and  loss  summary — acoount  No.  461). 

(See  account  No.  672.) 

706  loss  on  Capital  stock  of  SBOs.  This 
account  will  represent  the  amount  of  loss 
on  sale  or  other  disposition  of  capital  stock 
of  small  business  concerns  carried  In  ac¬ 
counts  Noe.  190  and  191. 

Debit: 

(a)  With  amount  of  loss  on  such  capital 
stock  written  down  or  sold  or  disposed  of 
otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461). 

(See  account  No.  674.) 

'  706  Loss  on  equity  interest  of  unincor¬ 
porated  concern.  This  account  will  represent 
the  amount  of  loss  resulting  from  sale  or 
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other  disposition  of  equity  Interests  of  unin¬ 
corporated  concerns  carried  In  account  No. 
194. 

Debit: 

(a)  With  amount  of  loss  on  such  equity 
Interests  sold,  written  off,  or  disposed  of 
otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with 
the  balance  of  account  (transfer  to  account 
461). 

(See  account  No.  576.) 

707  Loss  on  warrants,  options,  and  other 
stock  rights  acquired  from.  SBCs.  This  ac¬ 
count  will  represent  the  amount  of  loss  on 
the  sale  or  other  disposition  of  warrants, 
options,  and  other  stock  rights  acquired 
from  SBCs. 

Debit: 

(a)  With  amount  of  loss  on  such  warrants, 
options,  and  other  stock  rights  written  down 
or  sold  or  disposed  of  otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461) . 

(See  accounts  Nos.  197,  577,  and  memoran¬ 
dum  record  No.  NA-10.) 

708  Loss  on  assets  acquired  in  liquidation 
of  portfolio  securities.  This  account  will  rep¬ 
resent  the  amount  of  loss  on  the  sale  or 
other  disposition  of  assets  acquired  In  liqui¬ 
dation  of  protfollo  securities  of  small  busi¬ 
ness  concerns  carried  In  account  No.  200, 
204,  and  207. 

Debit: 

(a)  With  amount  of  loss  on  such  assets 
written  down  or  sold  or  disposed  of  other¬ 
wise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461 ) . 
(See  account  No.  578.) 

709  Loss  on  other  assets.  This  account 
will  represent  the  amount  of  loss  on  the  sale 
or  other  disposition  of  assets  not  specifically 
provided  for  In  other  accounts. 

Debit: 

(a)  With  amount  of  loss  on  such  assets 
sold  or  disposed  of  otherwise. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  account  461) . 
(See  account  No.  579.) 

710  Expense  on  assets  acquired  in  liquida¬ 
tion  of  portfolio  securities.  This  account  will 
represent  the  amount  of  expense  incurred  on 
assets  acquired  In  liquidation  of  portfolio 
securities,  Including  the  operation  and  de¬ 
preciation  of  properties,  carried  In  account 
No.  204  (If  an  unincorporated  SBC)  or  ac¬ 
count  No.  207.  The  account  also  will  Include 
the  amount  of  Interest  expense  accrued  on 
mortgages  payable  on  assets  acquired  In 
liquidation  of  portfolio  securities. 

Debit: 

(a)  With  amount  of  such  expense  Incurred. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary — account  No.  460) . 

Note:  In  Instances  when  a  liquidating 
agent  Is  employed  to  supervise  the  disposi¬ 
tion  of  the  assets,  appropriate  subsidiary  ac¬ 
counts  should  be  maintained  by  the  agent. 

Cash  collected  from  the  sale  of  assets  by 
the  liquidating  agent  should  be  remitted  im¬ 
mediately  to  the  company.  The  company 
should  maintain  a  local  depository  bank  ac¬ 
count,  In  which  all  receipts  of  the  agent  are 
deposited  when  direct  remittances  to  the 
company  are  not  feasible.  Deposit  balances  In 
this  account  should  be  subject  to  withdrawal 
by  check  only  by  the  company  and  should  be 
reflected  on  the  company’s  records  In  the 
same  manner  as  other  bank  accounts. 

Any  advances  to  a  liquidating  agent  for 
expenses  Incident  to  the  operation  of  or  in 
the  disposition  of  assets  acquired  In  the 


liquidation  of  loans  and  debt  securities 
should  be  charged  to  account  No.  220 — Pre¬ 
paid  expenses  and  deferred  charges. 

715  Other  expenses.  This  account  will  rep¬ 
resent  the  amount  of  nonoperating  expenses 
not  SDeciflcally  provided  for  In  other  ac¬ 
counts,  Including,  on  the  books  of  the 
“participating”  company,  the  amount  of 
compensation  expense  for  financial  services 
received  from  “Initiating”  companies  In  con¬ 
nection  with  participations  purchased. 

Debit: 

(a)  With  amount  of  such  expenses  In¬ 
curred. 

Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary — account  No.  460) . 

(See  account  No.  340.) 

720  Income  taxes — net  income.  This  ac¬ 
count  will  Include  the  balances  in  subac¬ 
counts  Nos.  720.1,  720.2,  720.3,  etc. 

720.1  Federal  income  taxes — net  income. 
This  account  will  represent  the  amount  of 
Federal  income  taxes  applicable  to  net  In¬ 
come  for  the  current  fiscal  year. 

Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  aocount  (transfer  to  profit  and 
loss  summary — account  No.  460) . 

720.2  State  income  taxes — net  income. 
This  account  will  represent  the  amount  of 
State  income  taxes  applicable  to  net  Income 
for  the  current  fiscal  year. 

Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  profit  and 
loss  summary — account  No.  460) . 

(See  subaccounts  Nos.  354.1  and  354.2.) 

722  Income  taxes — net  realized  gain  on 
investments.  This  account  will  Include  the 
balances  In  subaccounts  Nos.  722.1,  722.2, 
722.3,  etc. 

722.1  Federal  income  taxes — net  realized 
gain  on  investments.  This  account  will 
represent  the  amount  of  Federal  Income 
taxes  applicable  to  net  realized  gain  on  in¬ 
vestments  for  the  current  fiscal  year. 

Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  realized  gain 
and  loss  summary  account  No.  461  or  462). 
(See  subaccount  No.  354.1.) 

722.2  State  income  taxes — net  realized 
gain  on  investments.  This  account  will 
represent  the  amount  of  State  income  taxes 
applicable  to  net  realized  gain  on  Invest¬ 
ments  for  the  current  fiscal  year. 

Debit: 

(a)  With  amount  of  such  taxes  accrued. 
Credit: 

(a)  At  the  end  of  the  fiscal  year,  with  the 
balance  of  account  (transfer  to  realized  gain 
and  loss  summary  account  No.  481  or  462). 
(See  subaccount  No.  354.2.) 

MEMORANDUM  RECORDS 

Nominal  assets 

NA-10  Stock  purchase  warrants  or 
options  on  stock  of  SBCs.  This  record  will 
show  the  company’s  ownership  of  detachable 
st“ck  purchase  warrants  or  options  on  stock 
of  SBCs,  retained  after  the  accompanying 
financing  instruments  have  been  disposed 
of,  for  which  no  consideration  was  given 
distinct  from  that  surrendered  for  such 
financing  Instruments  and  for  which  no 
seDarate  cost  has  otherwise  been  determined. 

Each  such  detachable  stock  purchase 
warrant  or  option  certificate  should  be 
entered  in  this  record,  upon  detachment,  at 
a  nominal  value  of  one  dollar  ($1.00).  Upon 


sale  of  such  a  detached  stock  purchase  war¬ 
rant  or  option,  upon  exercise  or  expiration 
of  rights  conveyed  by  such  a  detached  stock 
purchase  warrant  or  option,  or  upon  the 
determination  of  a  cost  to  be  recorded  for 
such  a  detached  stock  purchase  warrant  or 
option,  the  entry  establishing  such  certifi¬ 
cate  in  the  memorandum  records  is  to  be 
discharged  through  an  equivalent  credit. 
Debit: 

(a)  With  nominal  value  of  such  detach¬ 
able  stock  purchase  warrants  or  options 
upon  their  detachment  from  capital  stock 
certificates  or  debt  securities. 

Credit: 

(a)  With  nominal  value  of  such  detached 
stock  purchase  warrants  or  options  upon 
exericse  or  expiration  of  rights  conveyed  by 
such  warrant  or  option  certificates. 

(b)  With  nominal  value  of  such  detached 
stock  purchase  warrants  or  options  sold  or 
disposed- of  otherwise. 

(c)  With  nominal  value  of  such  detached 
stock  purchase  warrants  or  options  for  which 
a  separate  cost  has  been  established. 

(See  accounts  Nos.  180,  190,  and  197.) 

Contingent  liabilities 

CL- 15  Commitments  outstanding.  This 
record  will  show  the  amount  of  financing 
commitments  made  and  outstanding  to  small 
business  concerns.  Including  commitments 
for  loans  and  for  the  acquisition  of  small 
business  concerns’  capital  stock  and  debt 
securities.  This  record  also  will  show  the 
amount  of  deferred  participations.  A  de¬ 
ferred  participation  Is  defined  as  a  commit¬ 
ment  under  a  participation  agreement 
whereby  the  “participating”  company  will 
make  funds  available  on  a  deferred  basis  to 
the  “Initiating”  company  In  connection  with 
the  latter’s  financing  of,  or  commitment  to 
finance,  a  small  business  concern,  or  In  con¬ 
nection  with  an  “initiating”  small  business 
Investment  company’s  acquisition  of  loans  or 
equity  securities  from  other  such  companies. 
When  funds  are  advanced  against  commit¬ 
ments,  appropriate  entry  will  be  made  In  this 
record. 

CL- 16  Guarantees  outstanding.  This  rec¬ 
ord  will  show  the  amount  for  which  the  com¬ 
pany  is  contingently  liable  under  guarantees 
Issued  to  lending  Institutions  in  connection 
with  obligations  of  portfolio  concerns  under 
notes,  debentures,  or  other  evidences  of  In¬ 
debtedness,  or  short-term  advances  to  such 
concerns. 

CL-17  Other  contingent  liabilities.  This 
record  will  show  the  amount  of  miscellaneous 
contingent  obligations  not  otherwise  classi¬ 
fied. 

Options  on  company's  stock 

OCS-1  Options  on  company’s  stock.  This 
record  will  show  details  of  outstanding  op¬ 
tions  on  the  company’s  capital  stock  granted 
In  lieu  of  salary  or  In  payment  for  services 
actually  rendered  to  the  company.  The  fol¬ 
lowing  data  will  be  Included: 

1.  Identification  of  person  or  entity  hold¬ 
ing  options. 

2.  Number  of  shares  optioned. 

3.  Type  and  class  of  stock  called  for  by 
options. 

4.  Dates  of  grant  and  of  expiration  of 
options. 

5.  Price  or  prices  at  which  options  exercis¬ 
able,  with  dates  they  apply. 

6.  Fair  market  value,  per  share,  of  stock 
called  for  at  date  each  option  was  granted. 

7.  Price  of  each  option  as  percent  of  fair 
market  value  of  optioned  stock  at  date  op¬ 
tion  was  granted. 

8.  Provisions  for  termination  of  options  In 
case  of  death  or  retirement  of  optionees,  or 
other  circumstances. 

9.  Details  of  authorization,  shares  reserved 
for.  Issuance,  exercise,  lapse,  and  forfeiture 
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of  bptlons  provided  for  under  the  company’* 
stock  option  plan. 

Actual  loss  experience 

ALr-1  Actual  ( realized )  losses.  This  rec¬ 
ord  will  show  for  each  fiscal  year,  and  also 
accumulatively,  the  amount  of  actual  (real¬ 
ized)  losses  Incurred  through  disposition. 


writedown,  or  writeoff  of  loans  and  Invest¬ 
ments.  Losses  shall  be  stated  In  total  for  all 
loans  and  Investments  and  also  separately 
for  loans;  debt  securities;  capital  stock  of 
small  business  concerns;  warrants,  options, 
and  other  stock  lights  of  small  business 
concerns;  assets  acquired  In  liquidation  of 
loans  and  debt  securities;  and  amounts  due 


from  debtors  on  sale  of  assets  aoqulred  in 
liquidation  of  loans  and  debt  securities. 
Losses  realized  shall  be  determined  In  rela¬ 
tion  to  cost  of  the  assets  Involved  without 
regard  to  the  existence  or  nonexistence  of 
related  allowances  for  losses. 

[PR  Doc.74-12111  Plied  6-31-74;  8: 48  am] 
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